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NEW FACTORY FOR ERITAIN’S 52-YEAR-OLD PRODUCER 
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AND STATISTICAL MACHINES 


*RROUGHS business has been expanding in Britain since 1898. With its 
B ictories in Nottingham and Strathleven, with its widespread service 
cganization, it is creating employment for more and more men and women 
rcoughout the British Commonwealth. 

“he new Strathleven plant is welcome news to business and government. 
More Burroughs machines for British business, more for export, too. 

There is a Burroughs office near you. Why not phone today ? 
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WHEREVER THERE’S BUSINESS THERE’S 


Burroughs 


3URROUGHS ADDING MACHINE LIMITED, AVON HOUSF, 356-366 OXFORD ST., LONDON, W.I 
FACTORIES: NOTTINGHAM (ESTD. 1898); STRATHI EVEN, SCOTLAND 


ADDING - CALCULATING - ACCOUNTING - STATISTICAL MACHINES 








A Banker’s Diary 


[HE King’s Speech and the running political battles that followed it gave all 
three parties a chance last month to send their private rockets up into the 
sky. From the seasonally appropriate, though economically 

Controls rather pernicious, firework displays touched off by the 

and Speech and by the cost of living and housing debates, only 
Commodities two points of real substance emerged. The first was the 
Labour Party’s determination to make permanent the 
economic controls that are now operated under temporary extensions of war- 
time emergency powers. It has always been rather unsatisfactory that while 
some departments with wide powers of control over the economy—such as 
the Ministry of Health, the Board of Trade, and the Ministry of Labour—still 
operate under emergency legislation that is renewed from year to year, others, 
such as the Treasury and Ministry of Agriculture, have embodied their authority 
in permanent Acts. The wise course would be for each department to bring 
in a Control Act of its own (on the lines of the Treasury’s Exchange Control 
Act of 1947); the sorting out of the useful from the unnecessary could then 
take place in the full glare of Parliamentary debate. The great danger of the 
politically convenient, though constitutionally deplorable, course of block 
legislation now proposed is that the sorting out of controls will tend to be 
done behind the scenes instead of before Parliament. 

The other noteworthy feature of the past month’s Parliamentary timetable 
was Mr. Gaitskell’s maiden speech as Chancellor. This put forward a prescrip- 
tion for continued drift, enlivened only by a ban on further price decontrol 
and an undertaking to reimpose new controls where necessary. In an economy 
as dependent upon foreign trade as Britain’s, of course, price stabilization by 
internal decree surpasses the bounds of even contemporary wishful thinking. 
Britain is therefore watching with a sympathetic eye the various schemes for 
international allocation and control of raw materials that are being worked 
out by such bodies as O.E.E.C. and N.A.T.O.—and is also to press for price 
moderation in her bilateral contracts with overseas producers. Although the 
sterling area is at present the main beneficiary of booming raw material prices, 
this decision is a wise one. In the past month commodities have soared past all 
previous peaks; tin once touched £1,280 a ton, rubber came very near to 6s. 
a pound, and merino fleece has been sold at Geelong at over 24s. a pound. 
These fantastic price levels, as was emphasized in an article in THE BANKER 
last month, are due not to inflated consumption, but to inflated private and 
Governmental stock piling. They have already thrown the fiscal mechanisms 
of producing countries right out of gear and are encouraging new investment 
and planting that will bear fruit long after the present boom has died away. 

The implications of this deserve close study. In rubber, potential world 
production, including production from the slowly recovering Indonesian small- 
holdings, already exceeds potential world consumption. In tin, a surplus is 
at least possible once the stockpiling boom dies down. In wool, the statistical 
position may temporarily seem stronger—but only because man cannot 
hurry, although he can increase, the processes of sheep-breeding. The various 
study groups now tilting at prospective commodity surpluses are not being 
as quixotic as they seem. If prices and supplies are to be regulated in a slump, 
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however, they must also be regulated in a boom—or the problem of surpluses 
in the slump will merely grow worse. It is true that the days are gone when 
three closely-knit allies could direct the policy of a combined raw materials 
board; twenty or thirty countries will now want to have their say. It is also 
true that any allocation scheme introduced now may carry with it the need to 
close some valuable commodity markets, distasteful obligations to allocate 
materials by means other than price within national boundaries as well as 
across them, and massive problems of harmonizing allocations of one commodity 
with allocations of another. But if some such schemes are not introduced 
until after present prices have inflated potential production beyond economic 
levels, producers—far more than consumers—will rue the wasted day. 


THE leading article in this issue of THE BANKER argues that although economic 
conditions in general may tend to depress the price of gilt-edged this winter, 
the Government seems likely to act as a benevolent neutral 


What on the side of any force that tends to keep them up. It is 
Brakes on against this background that the near-record rise in net bank 
Credit deposits in October, by £150 millions to £6,006.2 millions, 


should be viewed. The whole of this increase was due to a 
rise in bank lending to the Government; clearing bank 
advances, rather surprisingly, fell by £3.6 millions. It is, of course, usual for 
the Government’s cash needs to rise sharply at the period of the year covered 
by the October bank statement. This October, in addition to the expected 
autumnal deficits on the budget and on National Savings (which between 
them can be estimated to have created more than {100 millions of Govern- 
mental cash needs in the four weeks to October 21), the authorities had to 


Expansion ? 


October, Change on 


1950 Month Year 

{m ém ém. 

Deposits ; . 6204.2 L176.5 154.6 
Net '' Deposits . 6006, 2 149.9 £3°.3 

Cash 505.6 (38.20 16.6 9.9 
VW ney Varket A 1970.5 (31.8 69.3 252.7 
Call Money 550.5 (9.0 13.0 0.7 
Bills 1414.1 (22.8) 55-7 252.0 
rreasury Deposit Receipts p90. ¢ 5.0 O1.5 245.0 
Investments plus Advances 3102.6 (50.0) 0.2 120.2 
Investments ‘ 1504.9 (24.3 3.5 12.0 
\dvances , 1597.7 (25.8 Re 132.2 


\fter deducting items in course of collection. ¢ Ratio of assets to published deposits 


make substantial net purchases of foreign exchange as a result of Britain's 
continuing surplus on current account and of the inflow of speculative money 
from America, Switzerland, Belgium and elsewhere. The excellent trade 
figures for October suggest (when allowance is made for the freight and insurance 
element in published import values) that Britain ran a small visible surplus 
in that month; if invisible receipts have continued to run at the same level 
as in the first six months of 1950 the total current account surplus in October 
may have been £40 millions. The obligation to find the sterling counterpart 
of this exceptional surplus, together with the sterling counterpart of the inflow 
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of speculative capital, must have swollen the authorities’ cash needs to unprece- 
dented proportions. Even before the issue of 1966-68 Funding Loan some 
cash must have been raised by means other than floating debt borrowing. The 
implication is that the Government broker is likely to have been a net seller 
of stock exchange securities in this period. Such sales as he did make, how- 
ever, obviously did not go much beyond some trimming from official portfolios 
of B.E.A. loan and other stocks that the Bank of England or the National 
Debt Commissioners hold in undigestibly large quantities. These sales did 
not prevent another {150 millions of new deposits being added to the £270 
millions of bank credit that had already been created during the spring and 
summer. 

The mechanism by which the authorities can now finance credit expansion 
of this sort is concisely summarized in an article in the November issue of the 
Midland Bank Review. The Midland Bank points out that when an increase 
in official borrowing on floating debt causes stringency in the money market, 
the Bank of England has now merely to buy bills from the discount houses 

‘paying for them, in effect, by writing in its books an addition to the working 
balance they hold at the Bank”. It follows that the cardinal principle behind 
present day monetary policy is that the Bank of England now provides as 
much cash reserves for the commercial banks as is needed to sustain the 
volume of deposits, as already determined by fluctuations in Government and 
other requirements of bank credit. It would be idle to strike emotional 
attitudes about the extent to which the volume of money is now determined 
by unconditional resort to the typewriter in the ledgers of the Bank of England 
—a process which is, of course, precisely similar to unconditional resort to the 
printing press in days when notes were more important than bank deposits as 
constituent elements of the volume of money. It would be unwise to make 
any unfavourable comparisons between the relative freedom of the Bank of 
England to expand lending to the Government and the severe limitations on 
lending to the Government imposed on central banks in the rest of Europe; 
an article on page 363 of this issue shows how crippling limitations of this sort 
in Belgium have proved to be. But although it is in line with modern economic 
theory that complete control over the volume of money should have been 
ceded to the British Government—albeit ceded almost in a fit of absence of 
mind—it is regrettable that monetary policy is now perilously near to being 
used as a positive inflationary force at a time when overall Government policy 
should be swinging over to an increasingly disinflationary tack. 


AT the time that this issue of THE BANKER went to press rumours were rife in 
the money market that the Government would make an early call on 1951-53 
War Bonds, which can be redeemed on any day after March 1 
The next. It may well be true that an early call on these bonds 
Conversion has long been part of the Government's overall strategy for 
and After debt redemption in the 1950s. In view of the authorities’ 
existing need for cash, however, it is to be hoped that no 
step will be taken at this time which will involve either new switches in the 
Bank of England’s portfolio from floating debt to these bonds or else direct 
borrowing on floating debt from the commercial banks for cash repayments 
to the public. If 1951-53 War Bonds are not converted, the authorities’ 
decision will probably be determined by their present cash stringency and not 
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by the apparently poor response to the conversion offer for 1949-51 War Bonds 
last month. It seems clear that the £121 millions of 1949-51 bonds still uncon- 
verted must include a large proportion of official holdings. The fact that the 
Bank of England’s holdings of these bonds have not been converted into the 
new 1906-68 Funding Loan need occasion no surprise. Official holdings of the 
new Funding Loan are untidily large already and it was clearly wise for the 
authorities to continue to hold War Bonds, which are in effect now a three- 
month bill, rather than to go on ramming large quantities of the new stock 
down their own gullet. The Bank of England’s holdings of 1949-51 bonds will 
be converted in three months’ time not into cash, as will private holdings of 
these bonds, but into internal floating debt. The Bank’s apparent decision to 
hold on to some of its 1949-51 bonds, therefore, seems to be due to nothing 
more dramatic than a desire to keep‘official portfolios tidy and marketable. 


[HE debate in the House of Commons on Britain’s participation in the European 
Payments Union brought out some startling and gratifying information about 
the surplus accumulated by Britain, or rather by the whole 
Britain’s sterling area, with other O.E.E.C. countries. It was pre- 
Surplus viously known that in the July-September quarter that surplus 
with amounted to £28} millions. In Octobe: alone it increased by 
Europe a further {80 millions, though this latter figure should be 
reduced by £5 millions to allow for the extent to which this 
surplus was financed by running down the existing sterling resources of other 
member nations. Within four months of the operation of E.P.U., therefore, 
the whole of the original debit position equivalent to $150 millions, with which 
Britain was saddled at the initiation of E.P.U., had been worked off, and in 
addition Britain had accumulated a credit balance of $140.6 millions on the 
E.P.U. books. This balance still remains within the first 20 per cent. slice of 
sritain’s E.P.U. quota and up to date, therefore, no gold has been drawn from 
the E.P.U. by Britain. If, however, this rate of accumulation continues, it 
will not be long before the gold and dollar reserve in Britain is fortified from 
this unexpected quarter. A substantial part of the credit accumulated with 
E.P.U. countries in October was no doubt attributable to the earnings of the 
rest of the sterling area. Yet another part of this abnormal surplus represents 
the anticipation of payments to Britain and the delay in taking payment from 
sterling countries; this was the form taken by the recent movement of hot 
money to Britain in anticipation of an up-valuation of sterling. During the 
course of the debate the Economic Secretary gave welcome details of the 
value of the sterling balances held by European countries. These balances 
total about {200 millions. The biggest balance is that held by Portugal, which 
totals over £80 millions. Discussions with Portugal are now in progress and 
it is hope d that the exchange guarantee clause which applies to this balance 
may be waived, as it has recently been by Sweden in respect of her balances 
which amount to {22 millions. The Italian balances now amount to nearly 
{60 millions. A plan has been agreed for a repayment of £20 millions over 
two years. The French balances, which amounted at one time to over £40 
millions, have been reduced to £28 millions. They are fully earmarked to meet 
instalments on inter-governmental debts falling due this year and next. Full 
details of the cumulative positions of E.P.U. members at the end of October 
are shown on page 385 of this issue. 
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THe Clydesdale & North of Scotland Bank announced last month an 
interesting new scheme to overcome the disadvantages of the “ bulge ”’ in its 
staff structure that was caused by heavy recruitment between 

Tackling 1920 and 1929. It is offering some of its employees between 


the the ages of 36 and 46 sums ranging from £3,250 to £5,500 as 
Staffing an inducement to retire. The acceptance of this offer is, of 
Bulge course, in no way obligatory, nor is it being made to all 


employees in these age groups. As has often been pointed 
out in THE BANKER, the high proportion of bank staffs now aged between 
about 35 and 50 necessarily means that competition for senior posts in the 
next five to twenty years will be unduly keen. It is inevitable that many of 
those in these age groups will spill over into second-best jobs that would 
normally be filled by younger members of the staff now on their way up the 
promotion ladder. This obstacle has already blunted the incentive of many 
active young men to make their way in the banking profession. The problem 
will have been made more acute for the Clydesdale & North of Scotland Bank 
by last year’s amalgamation; although this amalgamation has not affected the 
number of good jobs in the branches, it must presumably have created more 
competition for the good jobs at the centre. The extent to which the new 
scheme will clear away these difficulties depends upon the extent to which 
those now retired can find employment outside banking suited to their special 
qualifications. It is greatly to be hoped that this transition from banking 
into other occupations can be smoothly arranged. Although banking is not a 
field from which there has hitherto been any great efflux to other activities, 
it is a profession in which qualities and skills are acquired that are much needed 
in business generally. In addition, of course, the tax-free capital sum now 
offered may enable some employees of the bank, especially in rural districts, 
to set up in lines of endeavour of their own. 


THE tariff negotiations in Torquay are proceeding under the customary veil 
of secrecy, beneath which some very general impressions have rece ntly become 
discernible. The first of these is the gratification expressed 

Tariff at the comparatively modest nature of the newly constructed 
Bargaining German tariff which is the basis for the new tariff deals on 
Progress which Germany is engaged for the first time. It is probable 
that the various negotiations with Germany, the new-comer 

at these meetings, and the extension of the concessions granted to other partici- 
pating countries, will provide the major contribution to the success of the 
Torquay negotiations. Rather more use has been made of the right to with- 
draw earlier concessions than had generally been anticipated by most countries 
represented at Torquay. The most guilty party has been France, which has 
invoked Article 28 of G.A.T.T. to withdraw and renegotiate a large number 
of her previous concessions; the compensation she has offered for her various 
retractions is deemed by most of the other countries at Torquay to be derisory. 
The French attitude, which has to a lesser extent been copied by Italy, involves 
a serious menace to the policy of trade liberalization in Europe. The low tariff 
countries in O.E.E.C., especially those in the Benelux Union, have already 
given notice that unless the discussions at Torquay lead to some progress 
towards unification of European tariffs, they will find it impossible to proceed 
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with the further measures for liberalization of trade agreed by O.E.E.C. and 
timed for the end of this year. 

The United States are again expected to fill the main role at the giving end 
of the bargains and seem to be prepared to play their part, since they have 
come to the negotiations ready to bargain on 2,500 items in their tariffs, 
Unfortunately, the United States have somewhat blotted their copybook at 
Torquay by invoking the escape clause in their Reciprocal Trade Agreements 
Act in respect of one comparatively small item—certain types of hats ; 
apparently the hat industry in the United States is being seriously injured by 
Czech and Italian competition. In itself the increase of the tariff on this one 
item may mean very little, but the principle at stake isimportant. Meanwhile 
the main battle in which Britain herself is likely to be engaged—the battle 
to maintain the structure of Imperial Preference intact—has yet to be joined. 


THE exceptional position of Germany in its relations with other members of 
the European Payments Union has been made the subject of a special study 
undertaken for the Organization for E uropean Economic 

Germany (Co-operation by Mr. Per Jacobsson and Mr. A. Cairncross, 


and They were cz led upon to investigate the factors responsible 
E.F.U. for the abnormal debit that Germany has accumulated with 
E.P.U. That debit has involved the complete exhaustion of 


Germany's overdraft facilities with E.P.U. and the attainment of a position 
where further deficits have to be met wholly in gold. The experts’ report and 
recommendations, which have now been accepted by the council of O.E.E.C. 
put a somewhat more reassuring gloss on the situation than a cursory investiga- 
tion of the facts would seem to suggest. They point out that the inordinate 
deficit which Germany has accumulated is partly due to a tendency to pay cash 
for imports while the German export drive is being encouraged by the grant 
of relatively generous credit terms. Another interpretation of this contrast 
would be to suggest that the Germans have little confidence in their own 
currency and are therefore meeting their foreign currency debts promptly, 
while waiting as long as possible to collect their foreign currency receipts. 
This, however, is a slant on the situation that the experts kindly refrain from 
taking. Whatever be the i ination of these tendencies, they lead to one 
conclusion, namely, that the German deficit is, in part at le ast, of temporary 
character. German exports have doubled in each of the last two years. 

In order to meet the situation the council of O.E.E.C. have decided to 
grant Western Germany additional and exceptional overdrafts up to the 
equivalent of $120 millions in excess of Germany’s initial quota of $320 
millions, which had been virtually exhausted by the end of October. Germany 
will be entitled to use two-thirds of this additional credit up to March, 1951, 
subject to the proviso that she finances the remaining one-third by drawing on 
dollar reserves. The credit will bear interest at the rate of 23 per cent. and 
will be redeemable in six equal monthly instalments beginning June, 1951. 
This assistance has been given to Germany on condition that the German 
Government draws up a detailed programme of domestic measures designed 
to restore the balance of payments position. This is to be achieved partly by 
reintroduction of import controls but mainly by monetary action, for which 
a good start has been made in raising the bank rate to 6 per cent. 
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Interest Rates and Inflation 


ECURITY prices have been buffeted up and down this month by such 
8: varying influences as news from China, views from the Chancellor and a 

welcome by Wall Street to the Republicans’ electoral success. Beneath 
these spiralling, and not always very logical, day-to-day movements, however, 
it has been evident that an undercurrent of uneasiness is beginning to tug at 
some analysts’ nerves. The present high level of industrial share prices, it is 
argued, may well be fortified by the bumper crop of profits that the past year 
of good trading is now bringing to view; it may indeed be jacked up further 
in the year of rearmament-generated inflation that seems to lie ahead. But 
some investors at least have not lost their old habits of thought so completely 
that they can accept as normal the thesis that rising industrial profits can be 
accompanied by a maintenance, or even an increase, in the market valuation 
of fixed interest stocks. 

To say that the thesis is abnormal is not, of course, to say that it is wrong. 
Fixed interest stocks in general, and gilt-edged in particular, are now much 
less competitive with ordinary shares than they were. There are three main 
reasons for this. First, the rich private investor, who could switch his accumu- 
lated savings with comparative ease from gilt-edged to equities at the onset of 
every boom, is much less important than he was; pride of place has been 
ceded to institutions whose marginal decisions are whether to hold short-term 
stock or cash on the one hand or longer term gilt-edged on the other (and who 
are not necessarily impelled away from the second alternative by an improved 
prospect for industrials). Secondly, the boom now beginning is not one that 
comes at a time when industrial companies hold large reserves of gilt-edged 
which they are likely to liquidate to finance real investment. And, thirdly, 
the Government is now much more likely than it was to play a part in any 
boom that will be directed towards depressing the investors’ return on equities 
and, possibly, to keeping up the price of gilt-edged. For these and other 
reasons it is impossible to refute the argument that an increase in the demands 
that rearmament will exert upon industry in the near future may be accom- 
panied by a maintenance of the present level of gilt-edged prices. It is, how- 
ever, permissible to say that the argument is, a priori, open to doubt. That 
doubt can only be clarified by an analysis of the factors that have driven gilt- 
edged prices up throughout this eventful summer and autumn of 1950. 

On a broad generalization, there seem to have been four such factors. Two 
of these may now have come to an end as active forces impelling prices upwards 

—although this is not the same thing as saying that reaction from them will 
now drive prices down. The future of the other two, and more important, 
forces, however, is wide open to debate. 

The first and most obvious cause of the rise in gilt-edged since May has 
been the gradual lengthening of the average life of institutional portfolios. 
During the dark summer that preceded dev -aluation, and the uncertain autumn 
that followed it, many insurance companies and other big investors were clearly 
edging away from long-term gilt-edged. Their switches from long-term into 
short-term stock were prompted partly by an exaggerated view of the infla- 
tionary horrors that would follow devaluation (w hich most economists shared) 
partly by the belief that any inflation must drive down gilt-edged prices (a 
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belief to which many economists still cling), but chiefly by a general attitude 
of gloom and sauve qui peut. The reaction from this shortening of portfolio 
lives has been a prominent feature of the gilt-edged market in the past six 
months. It seems now to be coming to an end; there is, at any rate, a prevalent 
feeling in the City that institutional investors now have few funds left “ unin- 
vested ’’. This does not mean, of course, that the movement into longer-term 
stock will now reverse itself. Unless inflation rears a much more ugly and 
obvious head than the City at present expects, the most likely development 
may be that new institutional savings will be invested in such a way as to 
maintain the same pattern in portfolios as obtains at the moment. But it is 
unlikely that these institutions intend at the moment to allow their existing 
degree of liquidity to be much further impaired. 

The second factor that has exerted an upward pressure on gilt-edged prices 
in the past few months was one that was really operative only in September 
and October. This was the inflow of foreign funds into the short-term market. 
Chere is still wide disagreement on the extent and importance of this inflow, 
All that can be said at the moment is that estimates generating from abroad 
(which have put the inflow from the European continent at £100 millions and 
the inflow from the dollar area at twice that figure) certainly overestimate 
the net inflow of foreign funds into the short bond market. The probability 
is that this movement plaved a relatively small part in the gilt-edged boom. 
The increase in sums on offer for short bonds allowed institutional investors to 
switch out of shorts into longs rather more quickly than they would otherwise 
have done—there was probably not much more in it than that. It follows 
therefore that the almost complete cessation of this inflow—which may, 
indeed, now have turned to a very small reverse trickle—should not, of itself, 
provide a real bear point for the market. In any case, the inflow of foreign 
funds cannot usefully be disassociated from the total expansion of credit; 
this point is discussed in more detail in an editorial note on page 336. 


PRIVATE Lioutp HOLpDINGS 


So much, then, for the two most easily assessable influences that have 
burgeoned and bloomed in the gilt-edged market since last spring. The 
analysis must now enter more controversial and less fathomable water. One 
of the most remarkable features of the past few months has undoubtedly been 
the extent to which accumulated individual savings, hitherto held in liquid 
form, have come on to the stock markets. This decrease in liquidity preference 
must be sharply differentiated from an increase in personal saving; of the 
latter there has been no sign. 

Of the many gaps in knowledge that loom before the assessor of market 
trends, the two greatest are undoubtedly connected with personal schedules of 
liquidity preference. In the first place, nobody knows how many personally- 
held, liquid savings are lurking at the edge of the market at any one time. 
And, secondly, nobody can really tell in advance what factors will bring those 
savings out of idleness into use on the market. 

The first gap can only be bridged by an estimate of the extent to which the 
liquid holdings of potential private investors exceed the minimum liquid 
holdings that ordinary personal prudence and precaution would demand. Any 
such estimate must necessarily be tentative; private individuals, unlike banks, 
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do not hold a fixed ratio of ‘ till money” to total assets—market analysis 
would be very much easier if they did. But, in this respect, the recently pub- 
lished report of the Inland Revenue Commissioners provides some interesting 
information about the variety of property that was assessed to death duties 
in 1948-49. This information, which is analysed at some length in an article 
on page 352, shows that the 57,650 people who paid death duties in 1948-49 
held between them over {91} millions in bank deposits, an average holding of 
over {1,500 each. It is true, of course, that this “‘ average "’ has little intrinsic 
meaning; the average cash holding of those who left estates between £2,000 
and {5,000 was just over £800 and the average cash holding of those who died 
as millionaires was £185,000. It is also true that the 57,650 people whose 
estates were assessed for death duties in 1948- 49 represe ied little more than 
10 per cent. of the number of adults who died in that year—although the list 
probably included nearly all the deaths of potential stock exchange investors. 
But it is worth while casting a glance at the picture that these statistics suggest. 

The number of those with idle bank balances who died 1n 1948-49 can hardly 
have accounted for more than about one-twentieth of all holders of such 
balances. The implication is that there must be rather more than a million 
people in Britain who hold between them not much less than {2,000 millions 
of idle bank deposits (including some deposits in the Post Office and Trustee 
Savings Banks) and whose average holding is somewhere in the neighbourhood 
of {1,500 each. It is anybody’s guess what proportion of these £2,000 millions 
of idle de ‘posits represents marginal holdings—in the sense that the *y might be 
shaken out on to the security markets at any time. But given the unexpectedly 
high average holding in this “ potential investor ’’ class (which surely suggests 
that there were many holdings above the precautionary minimum), one would 
expect that this proportion may be well over 20 per cent. This marginal 
holding, it should be emphasize d, is in the nature of a revolving fund. When 
the general expectation is that market prices will tend to fall, the fund will 
revolve only slowly—if indeed it revolves at all. When the state of confidence 
is high, it can certainly be excited into a remarkable rate and range of vitality. 
It is this factor, more than any other, which sends so many careful analyses 
of the future strength or weakness of the markets temporarily awry. 

There is no reason, however, to suppose that these disturbances can be 
more than temporary. It is quite true that the impulses that shake out mar- 
ginal liquid holdings into the markets are sometimes rather inscrutable. 
This summer the main impulse has apparently been confidence generated by 
the rise in the gold reserves—that outworn antenna of inflation that now has 
much less relevance to the strength of the British economy than it had in the 
days when America was not inflating too. One day last winter, it may be 
remembered, some of these marginal funds were impelled into the market by 
the bluff brilliance of one particular radio orator, who was speaking in the 
cause of a political party that would be most likely, as a matter of policy, to 
bring gilt-edged prices down. But these are temporary phenomena that are 
only of importance at times when investors, like most other people, are not 
really sure which way the economic pendulum is going to swing. It is quite 
certain that the inflow of privately-held liquid funds to the market will stop 
—and even reverse itself—if inflationary pressure this winter and spring is 
sufficient to bring back all the sickening sy mptoms of economic crisis with 
which the country is already familiar. In view of the unexpected resilience 
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that was shown by the British economy after devaluation, it would perhaps be 
wise for economists to be less Cassandraic this year than last. All that will be 
said about the broader outlook here is that the prospect of avoiding an infla- 
tionary crisis now (when Consols stand at about 73) is surely much less bright 
than it was on the eve of Korea (when Consols stood at about 71). 

So far, the conclusions that seem to follow from this analysis are, first, 
that the rise in gilt-edged prices this winter is unlikely to be maintained at 
anything like the same rate as in the summer and autumn—if only because 
the market has already digested the most volatile block of private and institu- 
tional savings previously held in liquid form; and, secondly, that gilt-edged 
prices could easily fall quite sharply if inflation sent up enough danger signals 
to drive priv ate investors back into liquidity again. These conclusions, how- 
ever, are incomplete for they would take no account of the major riddle hanging 
over the market at this time. That riddle, which grows more important with 
every month that passes, is the puzzle of which way official monetary policy 
is going to swing—intentionally or by design. 


THE STRATEGY OF MONETARY POLICY 


The City has had plenty of opportunity this autumn to admire the tactical 
skill of the authorities’ manoeuvres in the gilt-edged market, but it has not 
had unfolded before it any broad new strategic design. There has, in fact, 
been no period since the war in which the objectives behind official monetary 
policy have been so obscure or in which so many questions of ultimate intention 
have floated in the air around Throgmorton Street. Is the present official 
concept of monetary policy such as to rule out any possibility of the use of 
higher interest rates as a positive disinflationary force ? Is it still the Gover- 
ment’s declared objective to keep bank deposits stable—and to mop up any 
temporary excess creation of credit by funding operations such as that carried 
out last month ? Or is the basis on which monetary policy is founded rather 
less well defined ? May it, for instance, be the official view that although 
security prices should be allowed to find their own level in the market, yet 
low interest rates are, on the whole, “‘ a good thing ’’—which the authorities, 
in the autumn before the £300 millions steel issue and possible borrowing for 
transport, may lean over just a little bit backwards in order to protect ? 

The answer to the first of these questions, it may reasonably be inferred, is 
that the British Government has no intention at present of pushing disinfla- 
tionary monetary policy far enough to hurt any sensitive sector of the economy. 
In this it lags behind the banking authorities in the United States and behind 
the Governments of Canada, Western Germany, the Scandinavian and the 
Low Countries, all of whom have in the last few months responded to the 
threat of inflation by raising their bank rates or imposing some other form of 
credit restriction. While most other Governments have been building up 
monetary barriers against inflation the British Government has let monetary 
barriers here slide down. It has tolerated the recent fall in interest rates, and 
the surge of new capital issues which it involved, with surprisingly good grace. 
It is true that not all of these capital issues, which the Midland Bank has 
estimated at £44 millions for October alone, will lead to an immediate upsurge 
in real investment; some of them will merely be used to repay bank advances. 
It is also true that much of this new investment in industry is more desirable 
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than other sectors of the overall investment programme now in operation. The 
fact remains, however, that the new real investment that these issues will 
permit will not in any sense be an alternative to Government investment. It 
will be in addition to it—and its impact on real resources may well fail later 
this winter, just as the new investment made necessary by rearmament will 
= be passing from the blueprint to the bricks and mortar stage. 

) far, then, those who believe that the present high level of security 
prices will be maintained have been justified in regarding the Government as 
a benevolent neutral at their side. The operative words, however, are “so 
far’’. The fact that the Government seems at present unwilling to engineer 
a deliberate fall in security prices in order to reduce investment and inflationary 
pressure does not mean that another Government would follow the same 
policy or that a Labour Government might not be driven to steps which, 
however unintentionally, would have the same depressing effect. It is here 
that the political battle must be taken into account—and with it the fact that 
retail prices, which have really remained remarkably stable since devaluation, 
are bound to rise sharply in the next few months. 

Given this tenuous situation, the Opposition seems to have manoeuvred 
itself into a fortunate political, but awkward economic, position. Just before 
the people must go out in the storm, it has persuaded them that they have 
already got their feet wet. Two consequences could easily flow from this. 
First, the Opposition, if it can succeed in any one of its determined onslaughts 
on the present system of government by ambulance, might now have more 
chance of winning an election than it would have had last summer. The 
probable consequences of such a victory for the gilt-edged market require 
careful thought. If the Conservatives came back with a mandate to increase 
the housing programme, they would almost certainly have to cut down some 
sectors of the industrial investment programme as a counterweight. They 
could do this either by deliberately engineered higher interest rates or by a 
positive plethora of new direct controls. There seems little doubt which 
alternative would be more in line with Conservative philosophy. 

The second danger to the gilt-edged market implicit in the present political 
battle is that the Labour leaders, finding themselves fighting the battle on 
ground which, as they would see it unfairly, was becoming stickier beneath 
them, might choose to shift the orbit of political attention by a frenzied attack 
on capital through the next Budget. The objective of this would not be to 
drive down security prices, but one of its effects would be just that. 


THE Tactics OF MONETARY POLICY 


So much for the diverse political skeletons sitting in on what looks suspi- 
ciously like the tail-end of the gilt-edged market’s feast. What now of the 
more technical and tactical aspects of the market’s experience these past two 
months ? It was pointed out in THE BANKER last month that the Government 
could no longer stand idly by and watch clearing bank deposits soar at a faster 
rate than in any summer since 1946 if it was to maintain any pretensions to 
the pursuit of a neutral monetary policy. The latest available clearing banks’ 
statement (analysed in an editorial note on page 336) suggests that in the four 
weeks to October 21 the authorities did take some steps to stem the full flow 
of credit expansion. Although the increase in Government borrowing from 
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the banks was a near record in October, it was not as great as bare analysis 
of the Exchequer’s cash needs might have led one to expect. The obvious 
implication is that the Government broker may have been at least a small net 
seller on the market. Such sales as he did make, however, clearly did not go 
very far; there was probably some trimming of official portfolios of B.E.A. 
loan and of a few other medium to long-term stocks of which the National 
Debt Commissioners had uncomfortably large holdings. But there was no 
aggressive selling of the sort that would have been needed to keep bank deposits 
stable on this eve of renewed inftlation—let alone to mop up the £100 millions 
or so of excess credit creation during the summer. 

[It was not until the beginning of November that the authorities sent th 
Old Lady out with her mop—and even then her operation took a not entirely 
effective, though not really unexpected, form. The authorities took advantage 
of the opportunity to convert the remaining £209 millions of 2} per cent. 
National War Bonds, 1949-51, to offer a £250 millions tranche of a new medium- 
dated stock, the 3 per cent. Funding Loan, 1966-68. It is still not clear exactly 
how this funding issue went. To the extent that purchases of it were made by 
Government Departments, the net effect of the issue has merely been to relabel 
some of the floating debt held in official portfolios with the name of the new 
stock—in other words, the net effect on the credit position has been nil. To 
the extent, however, that the new stock was purchased with outside funds 
the Exchequer has now some opportunity to repay floating debt and to bring 
bank deposits down, temporarily at least, from their present spate level. In 
view of the very poor response to the conversion offer, it will be surprising, 
however, if the amount of scope given for this has been very large. It is 
difficult to avoid the impression that the Government deliberately pitched its 
attempt to secure new funds for paying off floating debt in a way which it 
thought would do the least possible harm to the structure of interest rates. 
[It seems to have wanted to have its cake (in the shape of low interest rates) 
and to eat it (in the shape of lower bank deposits). The method was to pitch the 
terms of the new issue slightly on the dear side and then to subscribe heavily 
for the loan from official portfolios in order to obviate any danger of a public 
failure of the issue. This cannot fairly be stigmatized as a return to Daltonian 
techniques, but it can perhaps be regarded as a sign that the authorities are 
willing to make at least some aberration from the strict path of rectitude in 
order to prevent interest rates rising at this time. 

The conclusions that seem to emerge from this survey can therefore be 
summarized in the statement that while general economic conditions, on 
balance, seem most likely to exert some downward pressure on gilt-edged 
prices in the next few months, the Government may counter this with some 
tactical manoeuvres, though probably not with strategical dispositions, 
designed to keep them up. A variety of by-no-means irresistible forces is 
likely to press down on one by-no-means immovable object. In these circum- 
stances it would be surprising (although, in view of the enormous weight of 
private liquid holdings, it would not be impossible) for gilt-edged prices to 
rise much further this winter and spring; it would not be so surprising if, 
given the emergence of new inflationary pressures, gilt-edged prices were to 
ease. This latter development, it can be argued, might well be in the best 
long-term interests of the British economy on the eve of a rearmament boom 
and of the inflationary pressure that it must clearly generate. 
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Three Voices from Washington 


HE past month has been an eventful one in the history of Anglo-American 

financial relations. In London discussions have now begun for the suspen- 

sion of Marshall Aid to Britain. In Torquay the United States have led 
aunited front which, with the United Nations flag fluttering over it, is attacking 
discriminatory import restrictions in general and the dollar restrictions applied 
by sterling countries last year, in particular; in this particular battle the 
International Monetary F und has come back rather dramatically to the con- 
temporary scene with a report that seems to have created some consternation 
in the British camp. In Washington the text has been released of the report 
submitted by Mr. Gordon Gray, Special Adviser to President Truman, on the 
world’s supply of dollars after the end of Marshall Aid. In that report, a 
proposal that the United States should grant a stabilization credit to Britain 
to permit sterling convertibility occupies pride of place. 

These events are full of contradictions. It is difficult, for example, to 
reconcile the decision to interrupt Marshall Aid with the Gray report’s sugges- 
tion that three or four more years of continued aid should be given by the 
United States to Western Europe and the sterling area if the good work achieved 
so far is not to be imperilled. It is equally difficult to link the International 
Monetary Fund’s suggestion of some segregation within the ranks of the sterling 
area to the Gray report’s acknowledgement of the importance of sterling as 
an international mechanism and of the need to ensure that this key currency 
is ultimately made fully convertible—if necessary with American assistance. 

Which of these contradictory voices represents the true voice of current 
American economic thinking ? Unfortunately, it should be stressed at the 
outset that the Gray report, for all its enlightenment and good sense, must at 
the moment be ranked fairly low in the order of importance. It will continue 
the process of education in international affairs and responsibility that has 
proceeded at such astonishing pace in the United States over the past few 
years. But it would be unwise to assume that it will have any profound effect 
on immediate policy. Much of the report was written before Korea altered 
the world economic atmosphere. There may have been some amendments in 
the light of subsequent events; but one assumption that can be made with 
complete assurance is that no such amendment was made to adjust the report 
to the results of the recent United States mid-term elections. That is of course 
as it should be. The report is a wholly objective statement of desirable policy 
in the light of existing facts and probable developments. It is not an exercise 
in expediency. But it would be idle to suppose that in this instance the 
customary chasm between an Administration Report and effective Congres- 
sional action will not yawn particularly wide. 

The American voice that therefore takes precedence, certainly in point of 
the timing of its impact on the British situation, is the voice that demands 
suspension of Marshall Aid. For some time past the United States authorities 
have been watching with interest and no doubt approbation the steady recovery 
in British gold and dollar reserves and the achievement by the United Kingdom 
of a surplus in its balance of payments with the rest of the world. They have 
noted that for two consecutive quarters the sterling area achieved a surplus 
in its payments with the dollar world and that the equivalent of Marshall Aid 
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receipts by Britain was therefore added to the reserves. They therefore con- 
sider that a position has been reached where Britain can be said to have a: gain 
become independent of the need of immediate assistance. This American view 
may have been sharpened as an inadvertent and certainly unintended outcome 
of Britain’s request to the United States that part of the military aid to be 
given to her, as a member of the North Atlantic Treaty Group, should b 
provided in free dollars, available for spending in any part of the world. The 
intention of this request was to cushion the impact that rearmament in Great 
Britain might have on the export drive. In American eyes, Britain in this 
request seemed to overreach herself. The British initiative brought as a 
rejoinder not merely a categorical refusal to provide free dollars under the 
guise of military aid but a reminder that since Marshall Aid had done its work 
in restoring the overall solvency of the United Kingdom and the dollar solvency 
of the sterling area, the time might have arrived to suspend such civilian aid 
at any rate for the time being 
These facts were made perfectly clear in private communications between 
Washington and London and it may be assumed that on the American side 
at least the decision to suspend aid to Britain had been taken well before the 
discussions with Mr. William L. Batt, the new Head of the Economic Co- 
operation Administration in the United Kingdom, began in London towards 
the middle of last month. The British Government should be regretfully 
reconciled to the fact that it may have received its last gift dollar. 
The British case for some continuation of aid is based on two contentions. 
The first is that Britain has already agreed to extend the equivalent of $150 
millions of aid to Europe through the initial debit position with which she was 
burdened as a member of the European Payments Union—and that she 
assumed this obligation on the assumption that the total aid she would receive 
from E.C.A. in the present Marshall year would amount to the figure of $440 
millions indicated by the so-called ‘“‘ Snoy-Marjolin’”’ formula. It is true that 
$175 millions of Mz urshall Aid has been received by Britain since the beginning 
of the present Marshall year (that is, since July 1, 1950) and that therefore the 
assistance that will have been given by Britain to other members of E.P.U. 
when the original debit position is exhausted will in fact have been covered 
retrospectively by dollar grants. But it can be argued that this initial debit 
would never have been agreed to had it not been assumed that Britain’s share 
of Marshall Aid in the current year would be of the order of $440 millions. 
The second British argument is that the allocation of aid for 1950-51 in 
accordance with the “ Snoy-Marjolin ’’ formula, was a conscious attempt to 
get away from the concept of need as a criterion for aid receipts and a move 
towards the introduction of an element of incentive into the E.R.P. programme. 
The principle of the formula was to fix the provisional figures of aid which 
countries would obtain irrespective of their exact dollar deficits and thus to 
give them some encouragement to reduce those deficits below the formula 
allocation; this formula thus heralded a possibly overdue attempt to allow 
the successful countries to use Marshall dollars to strengthen their gold and 
dollar reserves. It must be admitted that the American reaction to Britain's 
success in reaching dollar solvency is hardly in accord with this philosophy. 
Having said this and made full allowance for the element of artificiality 
and perhaps of impermanence in the recovery of the British gold and dollar 
reserves, however, it is still devoutly to be hoped that the British represen- 
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tatives will not press the arguments for continuation of aid too hard in the 
negotiations now proceeding. The amount of dollars at stake is unimportant 
in relation to the good or bad will to be incurred as the result of the British 
attitude. It could be wished that the trend of events and the sequence of 
announcements on this issue had suggested that it was Britain and not the 
United States that took the initiative in suspending the flow of Marshall Aid 
as soon as the urgent need for that aid ceased to exist. Now that the internal 
pressure of demand on American resources has driven that country to a state 
of overfull employment, the generous aid which the United States is still 
granting to poorer countries represents a redoubled burden on the American 
economy—and a burden that a country as relatively rich as Britain has, 
perhaps, no right to ask it to bear. 

The incident of the I.M.F. report at Torquay also carries the same moral, 
that dilatoriness in making slight concessions can bring discredit and punish- 
ment out of all proportion to the gain sometimes secured by not yielding an 
inch. The point at issue here was “the intensification of dollar import restric- 
tions by Britain and other sterling countries in July of last year. This increase 
in discriminatory restrictions was reconcilable with Britain’s continued member- 
ship of G.A.T.T. for Article 12 of the General Agreement on Tariffs and Trade 
explicitly permits such increases provided they are notified to the various 
contracting parties of that Agreement. The sterling area’s decision was duly 
notified in this way and was in turn referred in the normal course of events to 
the International Monetary Fund, which is the financial consultant of G.A.T.T., 
and whose findings in matters of exchange arrangements, balance of payments 
difficulties and adequacy of reserves, must be accepted by the contracting 
parties. In the course of its report the Fund duly gave its “ certificate of 
justification ’ to the various measures of dollar economy taken by sterling 
area countries last year, but added that the subsequent recovery in the sterling 
area’s gold and dollar reserves and the general improvement in sterling coun- 
tries’ balance of payments positions should now allow a gradual but cautious 
relaxation of these restrictions by Britain, Australia, New Zealand and Ceylon, 
though not by India, Pakistan and Southern Rhodesia. 

The British official attitude has been to dismiss the report out of hand as 
ultra vires intervention by the I.M.F. The Chancellor of the Exchequer, in a 
written answer to a question in the House of Commons, said raerely that the 
sterling area restrictions on dollar imports were now a matter of consultation 
between signatories of the G.A.T.T. at Torquay, that the Fund had been 
invited to send a representative to take part in these discussions and that the 
report of the Fund must be regarded only as “‘ material for the use of its 
representatives ’’. It is extremely difficult to reconcile this argument with the 
text of G.A.T.T. which makes it quite clear that “in all cases in which the 
contracting parties are called upon to consider or deal with problems concerning 
monetary reserves, balances of payments, or foreign exchange arrangements, 
they shall consult fully with the International Monetary Fund ”’ and that 
‘the contracting parties shall accept the determination of the Fund as to 
what constitutes a serious decline in the contracting party’s monetary reserves, 
a very low level of its monetary reserves or a reasonable rate of increase in its 
monetary reserves ”’ 

Before the Chancellor’s dismissal of the I.M.F. as little more than a “ gate- 
crasher ’ at Torquay, the British representatives at the conference itself had 
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advanced two other arguments against the findings of the report. These were 
first, that the I.M.F. should have concerned itself only with the situation as it 
stood in = 1949, and, secondly, that in measuring the adequacy of British 
reserves it should have made some allowance for Britain’s current liabilities 
in the shi ipe of sterling balances held for overseas countries. This confusion 
of logic and premises has not unnaturally been regarded by other members of 

G.A.T.T. as a sure sign of weakness. The Chancellor admitted that the action 
of the ris rnment must be determined in the light of its international obliga- 
tions. In that context he should have remembered that under Article 12 of 
G.A.T.T. a country intensifying its discriminatory import restrictions is called 
upon progressively to relax them as its monetary reserves improve; almost 
all G.A.T.T. members argue that Britain has been sluggish in this respect. 

There is, however, one important aspect of the I.M.F. report to which 
insufficient attention has so far been paid. The report metes out differential 
treatment to members of the sterling area, suggesting that some might begin 
relaxing their import controls while others may still be excused from that 
course. This, by implication, is a denial of the basic principle of the sterling 
area mechanism, namely, the pooling of the external reserves of its various 
members and the harmonizing of their dollar import policy. It must be 
admitted that the principle of pooling is one that it is difficult for the I.M.F. 

acknowledge, as the independent members of the sterling area—such as 
\ustralia, India and Pakistan—all have separate quotas in the Fund. The 
[.M.F. report measures the external reserves of these countries by the amount 
of their sterling balances and the tacit assumption is therefore made that these 
reserves are convertible and freely available for expenditure in any part of the 
world; if this be so, then the sterling balances concerned should be deducted 
from the gold and dollar reserves held by the United Kingdom in assessing 
Britain’s own strength. The problem raises issues for which no adequate 
allowance appears to have been made in the I.M.F. report. 

Chere are two general points on this whole debate that can conveniently 
be made at this stage. The first is that the Torquay Conference of contracting 
parties of G.A.T.T. is not the best venue for a debate on this issue. This fact 
has fortunately been recognized at Torquay, where the problem has been 
temporarily removed from the agenda of the full session of contracting parties 
and remitted to a working party, where it can be thrashed out away from 
the glare of publicity. The second point that should be made is that the 
reduction in sterling area imports from dollar countries since July, 1949, has 
not been caused simply by quantitative restrictions. Dollar imports into the 
United Kingdom in the first half of 1950 were 32 per cent. lower than in the 
comparable period of 1949, and dollar imports into the rest of the sterling area 
have fallen by an even larger percentage. In each case the figure is well below 
the target of 25 per cent. which the administrative decisions of 1949 were 
expected to reach. It may be deduced from this that the price mechanism, 
no less than the administrative decisions, has been at work. It follows that 
the lifting of some doll: iv import restrictions would not necessarily lead to a 
flood of imports from the dollar world. 

Unfortunately this argument does not yet apply to the whole range 0! 
imports. It is quite clear that there are certain articles, among them news- 
print, for which the grant of open general licences would immediately lead toa 
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rush to buy at almost any price. There are others, of which motor cars are a 
vood example, for which the demand in Britain is artificially distorted by the 
export drive and the consequent famine in the domestic market. It would be 
the height of illogicality if, while this shortage were being maintained by the 
appropriate controls, open general licences were to be given for the import of 
cars from the dollar countries. There are other dollar goods, ¢ gain, for which 
open general licences might safely be accorded by Britain alone but for which 
the demand of the outer sterling area might be more voracious. 

In view of these difficulties, the most probable course of events is that 
Britain will move only gradually and reluctantly in the direction in which 
world opinion is propelling her. In the written Parliamentary answer referred 
to above, the Chancellor publicly acknowledged the need for some relaxation 


and revealed that during informal talks in London last September “ the 
countries of the sterling area realized that the 75 per cent. formula as such had 
been rendered out of date’’. He added, however, that there was unanimous 


agreement on the need to rebuild reserves, to increase dollar earnings and to 
maintain strict economy in dollar expenditure. These are generalities under 
which almost any policy of further contraction or relaxation could be justified ; 
it is to be hoped that they will not long be plugged in the contractionist cause. 

If relaxations do take place it is probable, as was pointed out in these 
columns last month, that the initial drain on the sterling area’s dollar reserves 
will be more alarming than enduring; there are a great number of “ onice-for- 
all” dollar purchases that many sterling area residents must be eager to make. 
How far could the sterling area rely on dollar aid to bridge this initial gap ? 
Two points are relevant here. The first is that although Marshall Aid to 
Britain is now at a standstill, the E.C.A. authorities have revealed that it is 
being kept in reserve should there be a deterioration in Britain’s position. 

The second consideration is, of course, the report that Mr. Gordon Gray 
has submitted to President Truman. Mr. Gray’s findings are in the grand 
tradition of Lend-Lease, UNRRA, Marshall Aid and the Point Four Pro- 
gramme. It would, however, be unwise to assume that they will impinge on 
American policy in the form of practical proposals over the next few months. 
Mr. Gray recommended that United States aid to Europe should continue after 
1952 through contributions to the European Payments Union. The United 
States should grant to Britain a stabilization credit to permit sterling converti- 
bility but ‘‘ only when all conditions for convertibility apart from the accumu- 
lation of sufficient gold and dollars have been achieved’. There should be 
massive American participation in the development of poorer countries. 
Methods of international collaboration should be established for guiding the 
supplies of scarce materials among the free nations. The United States should 
pass legislation to allow unilateral tariff cuts and repeal the ‘‘ buy-American ’ 
law for governmental procurements. All this is magnificent, but much of it 
is the glow in the sky that promises the day that is to come. It is not of the 
stuff on the basis of which Britain can straight away make complete relaxa- 
tions or irrevocable acts of faith. But it is unmistakably part of the American 
oe atmosphere. It should be taken into consideration and encourage 

¢ authorities in the sterling world to a little more boldness than they have 
rs nin the face of the undoubted strengthening that sterling has experienced 
in the past year. 
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THE BANKER 
Inquest on the Private Investor 


private individuals must have been net sellers of stock exchange securities 

last year. The {£460 millions growth in personal investible funds in 1940, 
which is deducible from the National Income White Paper, can be almost 
wholly accounted for by savings used up at source (for investment in private 
businesses, private house-repairing, etc.) and by known or estimated private 
savings through life assurance, building societies, the Trustee Savings Banks, 
and through ordinary commercial banks. It follows, therefore, that the new 
personal savings that found their way on to the stock exchange in 1949 must 
have been less than the value of securities sold to pay the £253 millions of 
death duties and the Special Contribution. The conclusion “thet private 
individuals were probably net sellers of securities follows inexorably, for it is 
unlikely that there was a diminution in personal liquidity preference in 1949 


|p an article that appeared in THE BANKER in October, it was argued that 


raBLE I 
NUMBER AND VALUE OF ESTATES ASSESSED TO DEATH DUTIES, 
1938-30 AND 1948-49 


Net Capital Average Holding 
No. of Estates Value in Range 
Thousands é millions f f 
Range in /s 1935-39 1948-49 1938-39 1945-49 1938-39 | 1948-49 
1,000 5,000 a7 .O go2.0 2 0 
: 5 1 j a l + \ 
2,000 5,000 f 27.5 f 104.7 f 3,500 | 
5,000 10,000 O.5 14.7 03.4 117.9 7»450 5,000 
10,000 20,000 5.0 5.4 73.2 130.4 14,000 15,500 
20,000 50,000 Fe } ) 97.4 163.0 32,500 33,300 
Above 50,000 F I.4 2.1 155.5 291.3 132,500 I 35,500 
TOTALS 55.35 57.6 511.5 507.9 9,250 1 4,000 


sufficient to bridge the gap. One of several of our contemporaries who com- 
mented on these conclusions of THE BANKER did so under the apt heading 
‘Private Investor—Deceased ’’. In the last few weeks new material has 
been provided for an inquest on the departed and for an examination of the 
probable early and eventual consequences of his demise. 

This material is provided in the report of the Commissioners of Inland 
Revenue for the year to March 31, 1949, a report which reverts to the 8 
war custom of providing a ck issification of property assessed for death duti 
in that financial year. Before examining the implications of these new statistics 
it will be well to stress one trap that may be contained in them for the unwary. 
It will be seen from Table I that the number of estates in excess of £20,000 
rose from 4,400 in 1938-39 to 7,000 in 1948-49 and that the total value of 
estates in this group rose by over 60 per cent. Although it is true that there 
were some I0 per cent. more adult deaths in 1948 than 1938 and that the rise 
in net capital value of these large estates does not look so large beside the 
percentage fall in the value of money, it might seem at first sight that these 
figures could be quoted to show that more people are building up fortunes in 
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excess of {20,000 now than before the war, and that those who already hold 
these comparatively large fortunes are getting progressively richer. This, 
however, is a complete misconception. Some 35 per cent. of those who die 
each year are usually over the age of 75 and some 60 per cent. are over the age 
of 65. It follows, therefore, that most of those whose estates were assessed 
for death duties in 1948-49 may have laid the foundation of their fortunes— 
or inherited it from their fathers—in a period whose centre of gravity might 


TABLE II 
PROPERTY ASSESSED FOR DEATH DUTIES, 1938-39 AND 1948-40 


PERCENTAGE OF NET CAPITAL HELD IN: 











Government Stocks and Shares of Land and 
Securities Joint Stock Cos., et Buildings 
Range of Estate - 
in £S 1935-39 1945-49 1935-39 1945-49 1935-39 1945-49 
Under 1,000 he i 3.2 ‘.3 38.8 
1,000—5,000 | , os 21.8 L 10,2 KS 29.9 h 
2,000—5,000 f ms ne ee ae 9.0 f 29.4 
5, 000 —10,000 23.2 21.5 29.9 19.5 19.5 25.4 
10,000 20,000 24.2 22 ...% 37 25.0 IO0.I 20.0 
20,000 —50,000 24.1 21.9 42.1 35.0 i2:.3 10.2 
Above 50,000 23.0 20.0 49.5 $9.5 9.5 14.3 
TOTALS 
es a 23.0 21.0 34.3 34.2 17.9 18.2 
£ millions 65 125.8 1609.8 190.1 276.6 99.3 146.3 
Money lent on 
Cash Insurance Policies Mortgages, Bonds, 
Bills, etc. 
1938-39 1945-49 1935-39 1945-49 1938- 39 1048- 49 
Under 1,000 or oe ZO .1 13.0 13.9 
[,000—5,000 t — oe 18.2 X 6.6 ¥ 14.5 } 
2,000—5,000 f : ox 22.3 3 ¢.6 J o.0 
5,000 10,000 nae 4 9.1 14.95 4.0 ao rz .o6 5.4 
10,000 —20,000 ; vr 7.0 i. 2 3.4 2.6 10.4 7.9 
20,000— 50,000 -e . oe | 5.9 2.0 2.1 5.3 0.9 
\bove 50,000 6.3 8.2 2.6 2.8 6.5 3.5 
TOTALS 
ace ».9 II.4 t.4 2 9.7 0.5 
£ millions .. wi 54.7 g2.5* 24.9 22.2 54-7 55.0T 
*The {92.5 millions of cash assessed for death duties in 1948-49 included £1 million cash 
in the house ’’’ and fg91.5 millions cash ‘‘ at the bank ”’ 
+ The £55 millions in this item in 1948-49 included £31.9 millions of ‘‘ money on bonds, bills, 
notes and other securities ’’, {11.0 millions “‘ out on mortgage’ and /12.1 millions of ‘‘ other 


S 


be placed between 1925 and 1939. Similarly, the foundations of most large 
estates assessed for death duties in 1938-39 were probably laid between shank 
1914 and 1929. The barriers erected in the way of fortune- building since 1939 
will not become fully apparent in the statistics of death duties for ten years or 
more. The effects of these barriers on current accumulations of savings, how- 
ever, are already beginning to show on the capital market and will become 
increasingly evident in the years immediately ahead. 
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It is with this in mind that attention should now be turned to Table [J 
which shows the distribution of assets in the various wealth groups in estates 
assessed in 1938-39 and 1948-49. The one obvious lesson of this table is 
that the distribution of assets in the various wealth groups in 1948-49 was 
extraordinarily similar to that before the war. In both 1938-39 and 1948-49 
those with estates between {£1,000 and £5,000 held approximately 30 per cent, 
of their net capital in the form of their homes or their land, about 21 per cent, 
in the form of Government securities, about 20 per cent. in the form of cash 
and only about Io per cent. in the form of stocks and shares of joint stock 
companies. In most wealth groups there is a slight tendency to hold a greater 
proportion of assets in the form of cash and of land and buildings now than 
in 1938; this has been more or less countered by a slight fall in the relative 
importance of the rather ill-defined group ‘“‘ money lent on mortgages, bonds, 
bills, etc.’’ Over the whole field, however, the picture is much the same in 
1948 as in 1938. Cash, real estate, insurance policies and building society 
on are all assets that dwindle in relative importance in the richer wealth 
groups. The ratio of gilt-edged holdings to total assets, however, apparently 
remains fairly stable once accumulated savings have mounted above £10,000; 
both before and since the war individuals with private fortunes above £10,000 
seem customarily to have held 20 to 25 per cent. of their assets in the form 
of Government securities. The differing proportions of assets held in the 
form of stocks and shares of joint stock companies in the differing wealth 
groups, however, are by far the most interesting feature of Table II. Both 
before and since the war the proportion of assets held in the form of industrial 
securities has mounted steadily from about Io per cent. for those with incomes 
between {1,000 and £5,000 to about 50 per cent. when fortunes rise above 
£50,000. There has, however, been a slight tendency for those in the £5,o00- 
£40,000 wealth group to hold less industrial securities than before the war; 
it is not surprising that there has been some tendency for the middle-class 
investor, who is not as rich in real terms as he was before the war, to pl Ly safe 
by edging his savings away from the equity towards more stable media. 

The extraordinary similarity between the distribution of property of those 
whose estates were assessed in 1938 and 1948 gives ground for belief that 
approximately the same distribution of assets may have been maintained by 
the living as by the dead. In Table III below an attempt has been made to 
estimate the distribution between wealth groups of all privately-held Govern- 
ment and industrial securities, cash and insurance policies. The figures given 
are the percentages of the total value of these assets assessed for death duties 
in 1948-49 which were held in the various groups—except that proportionate 
holdings in estates under £2,000, for which no 1948-49 figures are available, 
have been roughly assessed from the 1938-39 Inland Revenue report and the 
total value of these assets written up ace sordingly . Since, as has already been 
suggested, the distribution of fortunes being generated now is probably very 
different from the distribution of fortunes being assessed to death duties, the 
figures in Table III must be regarded with great reserve. This applies particu- 
larly to assets such as insurance policies and cash which are probably held in 
ever greater amounts by those income groups which are benefiting from the 
present process of income redistribution. But the margin of error should not 
be so great in the case of those assets (such as industrial securities) which are 
not usually held by low income groups. 
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The most striking suggestion that emerges from Table III is that just over 
half of all privately held industrial securities were held by those with net 
fortunes of £50,000 and more and that nearly three-quarters of them were 
held by people with fortunes of £20,000 and more. The equivalent percen- 
tages for private holdings of Government securities were 32 per cent. in fortunes 
over {50,000 and 52 per cent. in fortunes over £20,000; since many holdings 
of Government securities in smaller estates may be savings certificates, the 
proportion of marketable gilt-edged held in big estates is probably higher 
than these figures suggest. Whereas institutions with large portfolios of Govern- 
ment securities have grown in importance since the war, however, no real 
substitute has sprung up for the private investor in industrial securities. It 
would seem, therefore, that new investment in industrial securities is going to 
depend very largely on how far fortunes of £50,000 or over are being built up 
now and how far existing fortunes above this value are likely to be whittled 
away by death duties. 

On the first point the Inland Revenue report itself gives the answer. There 
can be few who can hope to build a fortune of over £50,000 from scratch under 


present income and surtax levels. In 1948-49 there were only 86 people who 


TABLE III 
ESTIMATED DISTRIBUTION OF PRIVATELY-HELD SECURITIES, ETC 


PERCENTAGE OF TOTAL PRIVATE HOLDINGs : 


Government Shares and Stocks of Insurance 


Range of Wealth Securities Joint Stock Cos., ete Cash Policies 
Under £2,000 * I 26 
2.000 20 I 
{5,000— 10,000 ; 14 s I 4 
{[10,000— 20,000 ; 15 14 13 = 
$20,000 »o000 . a »0 22 13 [2 
Above £50,000 sha 32 51 22 27 
TOTALS ‘2 100 100 100 100 


were earning a net income, after tax, in excess of £6,000, compared with 
6,560 people in 1938-39. The number of people who were earning a net income 
in excess of £4,000 per annum also declined from 11,600 in 1938-39 to 5,264 in 
1948-49. In order to achieve a net income, after tax, in excess of £4,500 a 
gross income of over £20,000 is needed. Only some 24 per cent. of incomes 
in this group in 1948-49 were earned incomes; in other words, three-quarters 
of those in this group were living off the fruits of the investment of their past 
savings. While it is true, therefore, that some existing large fortunes (and 
some large private portfolios of industrial securities) may continue in being 
for some time, and while some few of them may still generate sufficient invest- 
ment income to allow their owners to keep their capital intact (or even mount- 
ing), it seems virtually impossible that many fortunes of this level are being 
built from scratch at the moment—leaving aside the assorted army of those 
who win football pools, who enjoy some totally exceptional capital apprecia- 
tion, and who devise some legal or illegal expedient to add tax-free increments 
to their wealth. (These latter expedients, of course, may be more frequent 
than the Inland Revenue would like to think.) 
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While comparatively few new rich and therefore comparatively few potential 
new large holders of industrial securities are like ly to come forward at the 
moment, and while those in lower wealth groups are tending to hold less and 
less of their savings in the form of industrial securities, existing fortunes are 
coming increasingly under the hammer of death duties. Fortunes over £50,000, 
in which 51 per cent. of privately held industrial securities seem to be con- 
tained, are subject at death to a tax usually well over 25 per cent. It seems 
inevitable, therefore, that it is on the industrial security market that the main 
impact of future sales for death duties will be felt. The £277 millions of 
‘ stocks and shares of joint stock companies, etc."’ assessed for death duties in 
1948-49 seem to have represented between 2} and 3 per cent. of all such 
securities quoted on the London Stock E xchange at that time; it can be 
estimated from official stock exchange statistics that securities ‘outside the 
immediate environs of the gilt-edged market amounted to rather over {7,000 
millions in nominal value and rather over £10,000 millions in market value 
at the end of that financial year. Of these £10,000 millions of non-gilt- edged 
securities, it 1s possible that rather under £1,000 millions may have been held 
m4 insurance companies (this estimate is derived from Mr. Leo Little’s article 
1 THE BANKER last August), rather over £1,000 millions by other joint stock 
saa anies (this estimate is derived from the company bs lance sheets published 
by The Economist multiplied by the capital factor—i.e. the ratio between 
known issued capital of joint stock companies and the issued c: ipital shown 
in The Economist's annual sample of 2,550 companies) and, say, £2,000 millions 
by other persons or institutions whose estates would not be assessed for death 
duties in the United Kingdom (this figure is based on little more than a guess). 





Gua ‘anty Trust Company 
of New York 


hrough its London offices, the first of which was opened in 


1897, through its offices in New York and Europe and its 


correspondents in all principal countries, this bank is able 


to provide its customers with world-wide banking facilities 





designed to meet their every requirement. 


LONDON OFFICES: 


Main Office Kingsway Office 
32 LOMBARD STREET, E.C.3 BUSH HOUSE, W.C.2 


Head Office 


PARIS 140 BROADWAY, NEW YORK BRUSSELS 





Incorporated with limited liability in the state of New York, U.S.A 


sienna 





ential 
it the 
sS and 
CS are 
0,000 
> COn- 
seems 
Main 
ns of 
les in 
such 
in be 
e the 
7 ,000 
value 
‘dged 
held 
rticle 
stock 
ished 
ween 
10WN 
lions 
eath 


leSS), 











7 


Ww 
Gn 


INQUEST ON THE PRIVATE INVESTOR 


Even if the last estimate is badly awry, it is likely that the £277 millions 
of non-gilt-edged securities assessed for death duties in 1948-49 must have 
represented between about 4 and 5 per cent. of all privately held securities in 
this class. If this is so, then the whole corpus of privately held industrial 
securities must be expected to come under the hammer of death duties within 
the next twenty or twenty-five years. When they do so more than half of 
them are likely to be contained in estates liable to a duty of 25 per cent. and 
more, which probably means that more than 25 per cent. of these 50 per cent. 
of private industrial securities will be sold. Lower down the scale smaller 
estates will be selling out industrial securities, too—and it seems unlikely that 
many new private purveyors of industrial capital will be springing up. The 
implications of this arithmetic are sombre and striking. 

One other point should be briefly mentioned here. It can be deduced 
from Tables | and II that the average cash holding of those whose estates were 
assessed for death duties in 1948-49 was in excess of £1,500. The leading article 
in this issue of THE BANKER deals with the implications of this point at some 
length; it is clear that this is an average holding greater than that made 
necessary by cash holding for current spending or for what economic textbooks 
usually call the ‘‘ precautionary motive’. It follows that there is a great 
weight of private cash holdings that are, to a greater or a less degree, ‘* specu- 
lative’ holdings. When the state of confidence improves, as it has done 
through most of this summer and autumn, the inflow of these funds can 
temporarily transform the market outlook. But it would be a great mistake 
for any analyst of long-term trends to allow these varying ripples on the surface 
of the water to blind him to the falling level of the tide. 

Any survey of any section of the capital market nowadays always comes 
back to the same monotonous conclusions. The crippling effects on the pro- 
vision of risk capital of present social policy are temporarily masked by the 
time lag between the imposition of taxes on income and on deceased estates 
and the full force of their whittling effects on existing blocks of savings. These 
effects may be further masked for the undiscerning by such circumstances as 
the twelve-fold over-subscription of a blue chip industrial debenture that 
everybody knew would be allotted on a proportional basis—and for which 
everybody wrote up their applications accordingly. But any economic doctor 
who looks more than skin deep must diagnose all the symptoms of a creeping 
paralysis in the most essential artery of Britain’s industrialized economy— 
the artery through which the life blood of new industrial capital flows into 
new productive investment. This paralysis is the direct consequence of a 
surfeit of the sweet electoral food of social egalitarianism. It can only be 
cured now by a medicine that would be politically distasteful to any party in 
office. Ordinary politicians, like ordinary men, usually put off taking un- 
pleasant medicine until a disease becomes obv iously painful, by which time 
the medicine is often too late. But Britain’s new Chancellor of the Exc hequer, 
as he settles down to the building of his first budget amid a thunderous clamour 
for more capital taxes from his Left, would do well to remember that history 
always defines the difference between ordinary politicians and great statesmen 
as the difference between men who will and men who will not look be yond the 
tip of their contemporary political nose. He should also recognize that the 
problem now facing him is a worldwide one—as the following article, from the 
pen of a well-known contributor, abundantly shows. 
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Worldwide Capital Crux 


By Graham Hutton 


in any industrialized Western country. Since the hot war ended over 

five years ago there has been continuous, though not regular, inflation, 
And to-day our Western half-world is already half-way up another curve in 
the inflationary spiral. The last item in a short list of causes happens to be 
rearmament; but that should not blind us to the accelerating upward trend 
in costs and prices since currencies were devalued over a year ago. The 
wholesale price index—which is the only one that matters to producers— 
was rising rapidly in the first half of 1950, before anyone suspected trouble 
in Korea; and rearmament has scarcely accelerated that trend as much as 
might be supposed. 

The most disturbing feature of that long inflation, the feature that is 
threatening now to go on even faster, has been capital-consumption. At 
best, it has been consumption of what should have been new capital if current 
consumption (and promised consumption) were to be realized. In war, that 
procedure is obvious and warranted, in so far as war is warranted. People 
understand it, very roughly: guns, tanks, concrete shelters, ships, uniforms, 
men and women doing non-pacific and un-civil jobs—all of these instead of 
“ butter’. Bang (literally) goes much of the past capital of the Western half- 
world, and practically all of what would have been that peace-time accumula- 
tion of productive equipment on which, as Maynard Keynes once put it, all 
material progress and the “ diminution of the economic problem "’ must depend. 

But when so-called peace came this time, the inflationary confiscation (or 
holding-back) of productive equipment continued. That is what distinguishes 
our half-world to-day from stages in its post-war recovery at other times; 
and now it must face rearmament, on top of shortages of everything from 
fuels to manpower, from food to machinery. Our half-world is in its acute 
dilemma because current consumption, and the widespread promises of more 
to come (in Asia and Africa as well as in Europe, America or Australasia), are 
more than ever determined by governmental actions: by governmental 
expenditures, redistributive taxation, international goodwill plans, govern- 
mental capital programmes, and so on—all of which are noble, praiseworthy 
and idealistic, but scarcely one of which looks first to the necessary main- 
tenance or expansion of the basic productive capital equipment that must 
turn out the consumers’ goods. We can see the results verv clearly in the 
recurring economic crises in our own country; in the pathetically ignorant 
demands made at Margate two months ago that prices and “ profits ’’ be cut 
so that consumers can “ get more’; the equally pathetic widespread notions 
that inflation can be cured by rationing and controls; the simpleton’s solution 
that putting ice on the thermometer will cure the fever. But we should also 
look abroad. We should note that throughout our Western half-world the 
same pressure to consume either existing capital, or current savings which 
would maintain and expand productive equipment, is recognizabie in Asia and 
Africa (where it takes the understandable form of requiring other people's 
capital for current consumption) or in Australasia, Europe and America 


Fis over thirteen years there has not been a real glimmering of deflation 
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(where it takes the less comprehensible form of demands upon domestic savings 
and the sources thereof). Indeed, if we look back through war and peace over 
Lend-lease, UNRRA, the various American and Canadian and other loans, 
the Marshall Plan, and the more recent demands upon American sources of 
savings by Britain and France, for Brussels and Atlantic Pacts, rearmament, 
etc., we are warranted in saying that everyone—save perhaps Canada, Switzer- 
land and the United States—is out to shift the burden of saving upon someone 
else in order to consume as much as possible. 

One could add two interesting riders. First, when Britain financed the 
world’s rapid rise in productivity and standards of living last century, she got 
current returns, which — ntly no one is willing to consider giving to-day. 
Secondly, the only country or system which is logically prepared to compel 
all its consumers to go to the wall for the time being, in order that posterity 
should be safer and live better than current consumers, is Russia. The 
Russian half-world may have plenty of problems; it may be undemocratic; 
it mav be inefficient; its standards of living, and of keeping promis ses to con- 
sumers, may look appalling after 30 years of experiment; but it has relatively 
little of our Western economic dilemma to face. It can cope with inflation, 
with switchings of investment and manpower, and with cuts in consumption 
to maintain or expand either defences or productive equipment. And it 
happens to be the social, political, economic and military system which is the 
only challenger to ours of the Western half of the world. It challenges us 
from within and from without. The thoughts to which this leads are serious. 


* 


Those thoughts have recently been codified, and ably set forth, in a new 
American book entitled Making Capitalism Work, written by the Department 
of Economics of the McGraw-Hill Publishing Company of New York under 
the direction ot Dr. Dexter Merriam Keezer.* This book is obviously intended 
for American readers only. Its argument, its background of references and 
‘inarticulate major premisses ’’, and its moral are all for Americans. Yet 
without straining its argument, its examples, or its moral, any reputable 
British economist could edit it and re-issue it for British readers under the 
title Making Socialism Work. 

First, the authors emphasize the utter dependence of the American 
economy, and therefore of the American social system and our Western half- 
world, upon both the absolute volume of investment in productive capital 
equipment per annum, and the percentage it represents of the annual output 
They emphasize, again, their system’s dependence upon the steady main- 
tenance of that rate of investment through time, and (if consumers’ standards 
are to rise, or increasing American commitments to be met) the increasing of 
that rate. Indeed, that rate has steadily increased throughout American 
economic history to the great good fortune of Americans, and of the rest of 
us during the last war and during the past five years. The American authors 
set that rate, at present, at not less than ro per cent. of the total national 
product. The equivalent safety minimum for Britain—if we take into account 
our possession of less than half the capital equipment and mechanical power 
per worker, and also our greater annual “‘ investment ” for the past five years 


* Not yet available in the United Kingdom. The book contains many valuable diagrams, 
tables, et runs to 300 pp.; and costs $3. 50% 
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in “‘ social capital "’ like schools, hospitals, public buildings, State adminis- 
tration, etc.—works out at between 40 per cent. and 66 per cent. more than 
we have hitherto given the “ productive ”’ portion of our economy.* 

This evidence does not conflict with the unanimous testimony and recom- 
mendations of both trade union and management members of the 32 Anglo- 
American productivity teams which have so far visited America and reported, 
But it is interesting to note the anxiety of the authors of the American book 
about the recent piling-up of conflicting claims on the full output of their 
American system, and about what it is urgently necessary for Americans to 
face, and to do, if all those claims—domestic and foreign, consumers’ and 
producers’ claims—are to be met. Here is the dilemma of “ full employment ” 
in America. The authors of Waking Capitalism Work bring out the striking 
fact that the burden of rearmament stockpiling, gratis foreign aid both of a 
civilian and military kind, and investment abroad forms a higher percentage 
of the national product in America than defence, investment abroad (or 
repayment of debt), mutual aid, etc., forms in any other Western country. 
And it shows that this percentage is alone supportable by the American 
economy because of the vastly larger absolute volume of output per worker 
and per unit of capital employed there. The moral of this, alone, is worth 
emphasis in Europe, Asia, Africa and Australasia. 

Secondly, the book stresses the “ crisis developing in the field of private 
investment in new industrial plants and equipment ’’, due to the rates of 
taxation of industry and individuals, and even more to the fixing by govern- 
ment of prior claims on the flow of savings. If we are to re-edit the book for 
British purposes and call it Waking Soctalism Work—above all, if we are to 
take as already decided some of our more extreme Socialist counsellors’ 
measures, like a capital levy, bigger and better socializations of industry, 
more and more controls of investment and bigger cuts into undistributed infla- 
tionary “ profits '"—how much more must we in Britain (and Europe) ask, 
with the authors, where the necessary new savings are to come from for the 
accelerated equipment of our industries ? 

rhirdly, the authors emphasize an oft-forgotten point about all capitalist 
methods of production, whether the State owns the capital or not: namely, 
that as technique develops and the capital equipment multiplies, annual rates 
of obsolescence have to be increased, i.e. writings-down of equipment, particu- 
larly writings-down of plant and writings-up of working capital in an inflation, 
have to be increased. Otherwise consumption tends to eat up capital, or the 
system falls behind other such systems. This point is, of course, familiar 
over here, by reason of the various Tucker committees on taxation. But it 
is instructive to see Americans’ anxiety about the same thing. The authors 
print an interesting list of equipment in which, they state, American industry 
is under-equipped. More impressive is the fact that, since their book appeared, 
President Truman under his new emergency powers has given top priority 
for rearmament purposes to precisely these things, especially freight cars and 
certain types of machine tools. 

Fourthly, the book brings out the peculiar economic problem of ‘ social 
security ’, “the Welfare State ’’, the abolition of ‘‘ differentials ’’ between 








* I do not use this word “ productive ’’ in a sense pejorative to civil and local government 
administration, buildings, education, health, etc., but as a shorthand word meaning “ productive 
of capital and consumers’ goods '’, goods for both State or private use 
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skilled and unskilled, the disappearance of “ incentives’ (and the pathetic 
search for new ones), and the increasing weight of the loading-charge of 
bureaucracy and welfare-contributions placed on productive industry in the 
modern industrial mass-democracy. Indeed, in this respect the American 
economy at the present juncture appears peculiarly vulnerable, for both the 
Democrats and the organized trade unions in America suggest, broadly, that 
industry alone should bear the burden of social security, including pensions, 
health, accident, etc. At a time when “ full employment ”’ exists, when 
current claims on revenues of all kinds cannot be met,and when current savings 
are insufficient to meet the demands for new capital of all kinds, the dropping 
of this new and permanent loading-charge—an annually increasing charge, as 
we know to our cost in Britain—on the back of American industry might 
cause much of it to cave in. It is the American voter-consumer’s demand 
for a net new increment to current (and future) consumption-power; and it 
seems an odd time to choose for it. But how can Europeans object, who have 
for so long criticized the American system for its ‘‘ ruthless individualism ’’ ? 
It would be an ironic twist if European consumers had to sacrifice more from 
now on, because American consumers decided they needed the European 
extent of cover for their social security. 

Fifthly, the book stresses the need for an incentive-degree of inequality of 
incomes: the weed for unequal rewards. Certainly the Russians ought not to 
disagree. The extremes in Russia between life as a commissar and a shot 
behind the left ear, or slower decay in a labour-camp, are wider than any to 
be found elsewhere. Yet the authors fairly examine, and approve, measures 
to handle inheritance of property which the British Labour Party would 
approve—with the exception that the Americans would not force the liquida- 
tion of family and small businesses, since they preserve competitive tests of 
productive efficiency. 

Lastly, the American authors recommend—as many have recommended in 
Britain—an overhaul of their entire tax-system in order to create savings and 
capital, to enable businesses to “‘ plough-back ”’ free of tax, to accelerate rates 
of amortization, and to achieve a fairer redistribution of the national income 
by way of indirect taxes, inheritance taxes, and steeper grades of personal 
income-tax, except on certain incomes. Here the authors give another 
illuminating calculation: namely, that some $30,000 millions (or one-eighth of 
the national product) will soon be going each vear on welfare projects, redistri- 
bution of income, etc. This is scarcely a picture of “‘ rugged individualism ”’. 

The over-all picture, in the book’s concluding chapter, is astonishingly like 
that of Great Britain, save for slight differences of degree, e.g. the tax-collectors 
in America handle 25 per cent. of the nation’s income, as opposed to 40 per 
cent. in Britain. In five years’ time they will be handling 33} per cent. in 
America “‘if (a) demands now being made on Congress are approved, and 
(6) the country does not improve its productivity’. The authors comment 
here: 

A tax load of one-third of the nation’s income will sink capitalism. It will block, 

among other things, the overhauling of the tax system needed to give capitalism 

a chance. 


The overhauling of the British tax-system, with more than one-third of the 
national income taken by tax-collectors, seems to have been remitted to the 











362 THE BANKER 





Greek calends; and can anyone say in Britain whether the system to which 
we are tending is Socialism, Capitalism or Totalitarianism ? But to proceed: 


[he American economy has the potential for a rapid increase in productivity in the 
next few years—an increase of, say, I5 per cent. or more in the next five vears in 
the volume of goods and services the nation can produce. 

If the country can raise its productivity that much—and can gear the expansion of 
its social welfare services, defence effort, and foreign investment to it—capitalism 
can carry the load and have a prosperous future. 


[he only question a European may here be disposed to ask is: Could the 
result recommended by the authors of this book rightly be called Capitalism ? 
Certainly it would not be more than 75 or 80 per cent. private capitalism. 
The problems now facing America are those of the capitalist method of produc- 
tion in a democracy. As such, and so far, they are the same as we face in 
Britain. Even in degree they are remarkably alike. What we must in 
fairness concede to the American authors is that Socialism, as expressed in 
the British Labour Party, is not a uniform, unitary doctrine. It speaks with 
two voices, from two camps. One avowedly would run the national economy 
and social system on authoritarian lines; and the other would try to preserve 
the essential liberties of a democracy. And that explains why this American 
book seems so like the heartsearching of the moderate Socialist wing of the 
British Labour Party, the heartsearching in the Conservative Party, and the 
heartsearching in the Liberal Party. No wonder! The heartsearchings are 
those of convinced democrats. 

Before the war it used to be said that Britain had the best capital market 
in the world, and that American economic instability was largely due to the 
lack of an organized market for new capital. To-day, successive British 
Governments have done away with the organized market for new capital in 
Britain, but the need for new capital has grown more urgent. So has that 
need in America, despite the difference between the two countries’ social 
and economic systems. Yet there is still no organized new capital market in 
America. Meanwhile our Western half-world has come to depend—militarily 
and economically—on investments from America, whether we agree to call 
them aid, or loans, or subsidies, or contributions. So, in our mid-career of 
inflation throughout the Western half-world, the chaos created for capital by 
a “ planning ”’ Socialist Government in Britain becomes extraordinarily like 
the chaos created for capital in America by the lack of any “ planning” 
authority. 

Beneath the superficial antithesis of British Socialism and American 
Private Enterprise, there are common problems; and I strongly suspect 
that—if only we could sit-in on the various Planning Boards and Commissariats 

we should find the Russians facing problems of the same kind, but even graver 
because Russia starts from far lower down the scale of equipment per worker. 
We of the West are all ‘‘ so soundly bethump’d with words’”’ about “ isms” 
and political ideologies that we are not taking enough time to look at the 
economic problems of our era, and of our half-woild in particular, in terms 
of the long run processes and of the real resources involved. Any analysis in 
real terms must surely suggest that both Britain and America would find 
sounder solutions to their social and economic problems in the conserving and 
creating of productive capital. 
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The Softening Belgian Franc 
By Gavin Gordon 


BrussELs, November 15 


in September, 1949, Belgium’s balance of payments has undergone a dramatic 

change. Its adverse trade balance and the drain on its gold and foreign 
currency reserves are shown on the next page in Table I, which is compiled 
from figures that have only recently become available. It was not until 
August of this year that the necessary legal provision was made to formalize 
the previous September’s devaluation of the franc against gold and the dollar, 
and its upward adjustment against sterling, the guilder and various other 
currencies. By this Act, the effect of which was first seen in the National 
Bank’s balance sheet on August 17, the gold and currency holdings were shown 
at the new values for the first time. The effect was to increase the value of 
gold held at September 21, 1949, by Frs. 4,415 millions, but as the foreign 
exchange holding of the bank simultaneously depreciated slightly in terms of 
Belgian francs, the new balance sheet showed a net profit of Frs. 4,279 millions. 
This realignment of the bank’s balance sheet makes it possible to bridge the 
gaps, at any rate approximately, in what has hitherto been a discontinuous 
statistical series. The disturbing information revealed by the new figures is 
that Belgium lost more than a quarter of its foreign exc hange reserve during 
the twelve months that followed September, 1949; nearly 60 per cent. of this 
loss occurred in the third quarter of 1950. 

The trade figures for the third quarter of 1950, admittedly, look much 
worse on paper than they were. Exports were abnormally low in this period 
because of the prolonged strike in the Port of Antwerp; imports, though also 
affected by the strike for the greater part of the quarter, were abnormally high 
in Septe mber. This was due to emergency buying of goods which had become 
short in Belgium because of panic purchases by the public in the war scare. 
In effect, Belgium has exchanged part of her gold for a strategic reserve of 
sugar, salad oil, soap and matches in the hands of the public. These abnormal 
trade figures also, however, do not explain the whole of the deterioration in 
the foreign exchange reserve. It is clear from the table that in the third 
quarter of 1950, as in the fourth quarter of 1949 there was some movement of 
capital out of Belgium. The capital efflux at the end of 1949 represented 
largely the closing of the speculative position against sterling; the efflux in 
the third quarter of 1950 was a sign of the softening of the Belgian franc. 

The regulations of the Belgo-Luxembourg E xch. inge Institute forbid 
capital movements, apart from certain exceptional rules intended to encourage 
nationals of the harder-currency countries to place long-term capital in Belgium, 
by assuring them that they can take it out if they wish. This autumn’s move- 
ment of capital was, therefore, at first limited to the export of bank notes, 
chiefly for sale in Switzerland. When these bank notes came back to Belgium, 
their new foreign owners could demand foreign currency against them. This 
led to considerable out-payments of gold from the National Bank, and the 
authorities had to reinforce, at the beginning of October, the ‘ ‘Bank Note 
Account”? system, under which imported bank notes can be used only for 


[:: the fourteen months since the worldwide realignment of exchange rates 
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tourist expenditure and in payment for goods to be exported from Belgium, 
After this move the pressure was transferred to the forward market for sterling 
and the Swedish kronor, leading first to the raising of the margins required 
to 30 per cent., next to an increase in forward rates and finally to the National 
Bank’s decision to contract no more forward sales to the commercial banks 
in either of the two currencies concerned; this refusal to conduct forward 
dealings was later made more generally applicable. These actions came at a 
moment when the worst of the speculative movement seemed to be over. Since 
then conditions have reverted more or less to normal and the National Bank 
return of November 8 (the latest available at this writing) showed the gold and 
currency reserve at Frs. 34,552 millions—barely half a milliard less than the 
last account in September. This state of comparative normality was, however, 
TABLE | 
BELGIUM'S DIMINISHING RESERVES 


Frs. millions 


Total change Reserves 

Imports Exports [rade in Gold and at end 

LO49 Balance Currency Reserve ot period 

October-December ‘ 21,507 17,310 3,757 4,250 43,150 
1950 

January-March . is 21,648 20,079 1,509 1,550 41,600 

\pril—June 22,286 18,353 3,433 70Oo $2,300 

July-September .. 22,339 16,898 5,441 — 7,255 35,045 


only attained after there had been a rise in the bank rate and an efflux of 
Swiss Frs. 55 millions (about Belgian Frs. 635 millions) of Belgian Treasury 
notes to the Swiss market. 

rhe internal background to this efflux can best be understood by reference 
to Table Il. The rule by which the gold stock had to be kept above 30 per 
cent. of the note issue was abolished by one of the last acts of the Government- 
in-London about the time of the liberation in 1944. Nevertheless, the 30 per 
cent. rule was an inflexible canon of Belgian monetary policy for so long 
that a fall in the gold stock below this figure might undermine some people’s 
confidence, especially since the policy of the National Bank has been distin- 
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BANK MELLI IRA 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 







CAPrran BULLY PAR ... cis kee ccd ccs Rials 300,000,000 
RESERVE (Banking Department)... ... ... ... Rials_ 1,120,000,000 
RESERVE (Issue Department) ..._ . Rials 1,000,000,000 






Governor and Chairman of Executive Board: H.E. IBRAHIM ZEND 
HEAD OFFICE: TEHRAN, IRAN (Persia) 
| Over 190 Branches and Agencies throughout Iran 
| New York Representative London Representative: 
One Wall St., New York 123 Old Broad St., London, E.C.2 
| CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 

Transactions, provides special facilities for Documentary Credits, etc., and with its numerous 

Branches in Iran deals with every description of banking business. Especial services for all kinds 
of information regarding import, export and trade regulations in force in Iran. 
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guished since the war for its conservatism. The note-issue rose to its recent 
peak of Frs. 89,354 millions early in August and has since then been only 
once below Frs. 85,000 millions. The proportion of gold to notes has fallen 
from 37 per cent. on August 17 (the date of the first account after the revalua- 
tion had been legalized) to a present figure of about 34 per cent. Even under 
the modern theory that there is no harm in using reserves when one needs to 
do so, the time has obviously come for protective action. 

It has for some time been one of the chief complaints of the National 
3ank that the credit structure suffers unduly from Belgium’s heavy depen- 
dence on international tiade. Maintenance of exports since the war has too 
often obliged the bank to raise the ceiling of its holdings of various toreign 
currencies beyond the points provided in Trade and Payments Agreements. 
The balances sc provided, intended essentially as floating balances, have 
become cheap and quasi-permanent trading credits to the countries concerned, 
and the National Bank has had to provide the credit involved. Under the 

TABLE II 


PRINCIPAL NATIONAL BANK OF BELGIUM ASSETS, 1949-50 
(Frs. millions) 








Trade Credits * Commercial Bills Government Bills 
1949 September 22f .. ae 9,320 1,877 5,710 
December 29 sa a 6,078 3,799 6,851 
1950 March 16 i ec 6,880 3,800 7,258 
April 20 . - P 6,740 3,160 8,697 
May 17 oe oe 6,122 4,813 6,769 
June 15 .. es 7,433 3,679 7,240 
uy ts... we ‘ 7,340 1,745 9,483 
August 10 ‘ ; 6,521 5,345 9,907 
August 17 og ; 6,440 5,660 6,194 
September 14 , : 6,253 5,934 7,453 
October 19 _ : 6,867 6,033 0,454 
November 8 oa ne 7,309 7,208 6,905 


*Under Payments Agreements with foreign countries (i.e. sterling and other foreign 
balances, excluding the special multilateral clearing account under the Intra-European Payments 
\greement and E.P.U. 

+ Figures are given where possible for the middle of each month in order to avoid special 
end-month influences. Two figures are given for mid-August to show the influence of the re- 
valuation of the gold stock and consequent crediting of the profit to Government account. 


5 


European Payments Union there is provision for the repayment of these 
advances within two years, but so far there has been little sign of any such 
repayment. The total (shown in the weekly balance sheet as “ Foreign Credits 
under Payments Agreements (a) in foreign currency ”’) still remains in the 
region of Frs. 63-7} milliards. Attempts are being made to prevent such 
erowths in future, and to transfer the burden from the National Bank to the 
commercial banks, by the use of a newly-devised type of International Trade 
Bill with which experiments are to be made under some of the Belgian Trade 
and Payments Agreements. By this system, the foreign buyer of Belgian 
goods would accept a bill at the time of placing his order, and this would be 
submitted to the exchange authorities of his country and receive an endorse- 
ment amounting to a transfer guarantee. The bill would then return to 
Belgium where, furnished with the 80 per cent. guarantee of the Belgian 
machinery for the guarantee of export credits, it would become negotiable. 
This device, however, is not yet in general use and, in the meantime, the 
National Bank carries among its assets nearly all the foreign balances that 
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have been accumulated in the course of trade surpluses with other countries, 
The effect of this has been to limit the credit which the National Bank can put 
at the disposal of the Belgian economy through the only two items—Govern- 
ment Bills and Commercial Bills—that lie within its direct sphere of action, 

The amount of Government paper that the bank can take up is, however, 
also limited by its own statutes. When these were revised two years ago, a 
provision was written into them for a Statutory Convention between the 
Governor and the Finance Minister by which the total holding of Government 
paper is strictly limited to Frs. 10 milliards and cannot be further increased 
without formalities which would, inter alia, subject the arrangement to Parlia- 
mentary discussion. The figures in Table II show how nearly this limit was 
reached last summer. The public works programme, set in motion by the 
Eyskens Government which came, into office in the summer of 1949, called 
for considerable expenditure by various parastatal bodies which had previously 
carried large balances in Government bills. These bodies financed their new 
expenditure by selling these bills to the National Bank, and by the summer of 
1950 these sales had put the Frs. ro milliards ceiling in danger. Conditions 
in the middle of this summer’s political crisis were naturally unfavourable for 
floating a loan either at home or abroad, and something had to be done to 
straighten out the position immediately if the works programme was not to 
come to a totally unnecessary stop. A bill was hastily rushed through a 
Parliament already excited and busy with other affairs, whereby the gold stock 
was revalued (as it had, sooner or later, to be in any case), and the Government 
account received the whole credit arising from the operation—subject only to 
an obligation to indicate from time to time on what public works it had spent 
the money. 

Although it is, of course, logical that the extent of the public works pro- 
gramme should be determined by the extent to which real resources are 
available, and not merely by so-called “ orthodox ”’ financial precepts, the 
fact remains that this apparent financial jugglery did undermine some people's 
confidence and may have had something to do with the flight of capital which 
began soon after. This flight led to pressure in the domestic money market, 
as a result of which the Bank rate was raised from 3} per cent. to 3? per cent. 
on September 11. Even so, the shortage in the money market continued, and 
the Belgian Government was forced to resort to short-term borrowing on notes 
in the Swiss market. Since October money market conditions have been less 
strained, though the figures in Table II show that a large volume of commercial 
bills is still being brought for re-discount to the lender of last resort. The 
Government’s short-term borrowing on the Swiss market is to be put ona 
more permanent footing after the turn of the year, evidently as part of the 
policy by which Belgium is forced this year to borrow abroad to finance the 
public works programme contained in her Extraordinary Budget. The 
amount in this Budget has been pruned so far as possible, even to the extent 
of deferring into 1952 or later the actual outlay of more than half the Frs. 5 
milliards promised as extra expenditure for defence purposes. Nevertheless, 
the Extraordinary Budget will lay claim to a total of Frs. 16.3 milliards, 
which is more than can be financed through the Belgian capital market— 
especially if there are to be resources left for private industrial finance. 

It is not at all clear where Belgium expects the capital for her defence 
effort to come from—especially if that effort is to produce the extra Frs. 20 
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milliards in arms and equipment which was forecast by M. Jean Duvieusart 
in his last few days as Premier. Semi-official statements have, however, been 
issued to the effect that more guns will not mean less butter. This may mean 
that Belgium does not believe that there need be any diminution of the 
availability of consumption goods because new resources are to be canalized 
into rearmament. 

It may, of course, be argued in some quarters that if only Belgium could 
devise some internal financing technique to plough new ‘funds ” into the 
rearmament programme (and could prevent the devising of this technique 
from leading to an efflux of capital through loss of internal confidence) then 
she could finance the defence effort relatively painlessly—by absorbing the 
unemployed into productive work. Unfortunately, however, the unemployed 
are badly located for employment in the regions of the south where arms 
can most conveniently be made. Moreover, there are doubts about how many 
of the registered unemployed are in fact available for work, especially since 
work will in most cases involve learning new skills. The doubling of the period 
of military service, which is just coming before Parliament and is bitterly 
opposed from the Left, will in any case make a hole in the labour force one 
The large amount of spare labour, which could in emergency be mobilized, 
outside normal factory employment and could only be brought into po 
work by rather succulent enticement or by direction; the latter would only 
be accepted in circumstances of dire emergency by a people that remains 
bitterly hostile to regulation. It seems, therefore, that Belgium may have to 
rely rather on raising the productivity of labour than on recruiting new labour 
on a large scale. 

This is where the question of new industrial equipment becomes crucial. 
Since post-war policy channelled the nation’s effort into re-establishing stan- 
dards of pane oes there has been serious neglect of industrial investment 
in Belgium. Part of the fault may lie in the structure of the capital market, 
but this is not the whole story. The fact is that Belgium has deliberately 
accepted a degree of deflation sufficient to keep its external accounts in balance 
while receiving only a negligible allowance of direct Marshall Aid; she has 
thus not been able to finance capital projects on the scale made possible for 
other nations. She has not yet made any application for capital he Ip in her 
rearmament effort from the resources available under the American Military 
Aid Programme, but the probability of such a request in the future is clear 
enough. The delay in making it is probably due more to delay by the Supply 
Board Executive in determining the shape of the defence effort required than 
to any doubt about ultimate necessity. If such help is asked for and given, 
it should go some way to make good the deficiencies caused by six years of 
high consumption, comparatively low savings and interest rates high enough 
to discourage industrial investment (apart from investment directly financed 
from the reserves of industrial companies). This new investment may well 
prove of lasting benefit for Belgium, even though it will have had the effect 
of consolidating an unduly large diversion of her productive resources into 
armament production. Belgium’s immediate prospect is therefore obscure, 
but the needs of her national economy now lie in line with the western world’s 
need for military goods, and in the present climate of the world those needs 
must be served. 
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Differences in Scottish and English 
Banking 


This ts the first of a series of articles by Mr. F. S. Taylor on the wide difference 
between English and Scottish banking practice, law and history. It ts hoped that this 
series will be of use to those with business interests on both sides of the Border and will 
also fill a long-standing gap in British banking literature. This first article starts 


ith a general survey of existing differences and then examines the causes of, and 


d 


* economic justification for, the continuance of Scottish note tssues.—IEb. 


I—The Note Issues 
By F. S. Taylor 


HE differences between Scottish and English banking practice are suffi- 

ciently wide to fall with some sense of shock on most casual visitors 

North of the Border. For most Englishmen, the first indication that 
banking in Scotland is not conducted on the same lines as those to which they 
ure accustomed at home, is usually their encounter with a Scottish bank note; 
their first irritation at these differences often comes when they take such a 
note home with them and discover that it costs them sixpence to have it con- 
verted into a Bank of England note. If the visitor remains in Scotland long 
‘nough to open a bank account he is doubtless at first delighted to discover 
that no charge is made by a Scottish bank for conducting his account; the 
customer does, however, have to pay a commission on all cheques that he 
cashes or has credited to his account—other than those cheques that are payable 
locally or in London. 

The English visitor who decides to set up business in Scotland and requires 
to borrow money in connection with it, finds other differences of practice. 
[n the first place, interest charges made by the Scottish banks are uniform. 
Chere are two principal rates—that charged on secured advances, which is 
known as the “cash account ”’ rate, and that on unsecured advances, which 

known as the “ overdraft’ rate. Minimum rates for loan accounts are 
similarly fixed by agreement between the banks. When an English visitor 
comes to discuss the question of security with his banker he may, on the 
strength of E — experience, offer to deposit Stock Exchange securities ot 
life policies, or, if his business had been formed as a company, to grant a floating 
charge over its sian and stocks. He will then discover that the law of Scotland 
makes it impossible to grant a security over movable property (which corte- 
sponds roughly with “‘ personal” property in England), unless there is actual or 
constructive possession. Stock Exchange securities can only be accepted in 
Scotland if they are transferred to one of the bank’s Nominee Companies, life 
policies have to be assigned and an offer of a floating charge cannot be accepted 
at all. An offer to deposit the title deeds of a house or factory as security 1s 
ilso not usually acceptable; there may, however, be exceptions to this when 
the advance required is a very short term one and the deposit of title deeds is 
wccompanied by an undertaking to grant a conveyance if called upon. 

As with movable, so with what Scotsmen call ‘heritable’ property, the 
law of Scotland will not recognize the existence of a security unless the debtor 
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has placed the security subjects outwith his own power of disposal. In Scot- 
land, all transactions in land must be registered in the ‘‘ General Register of 
Sasines ’’ in Edinburgh, and to be effective all burdens on the property must 
be similarly recorded. 

Further differences between Scottish and English banking practice are 
revealed by an analysis of bank balance sheets. The ratios in which Scottish 
banks employ their assets differ somewhat from general English practice; 
Scottish banks maintain rather higher cash ratios, much lower percentage 
holdings of bills and higher percentage holdings of investments. But analysis 
of Scottish bank balance sheets cannot be pushed very far because the Scottish 
banks, unlike the English banks, do not publish monthly statements of liabilities 
and assets. The only partial alternative to a comparison based on the balance 
sheets issued at widely different dates throughout the year is that offered to 
analysts of Scottish bank balance sheets by recent legislation; most banks are 
required by the Companies Acts to publish half-yearly statements. This 
source of information, however, does not yield very much new light, for three 
of the Scottish banks are not governed by the Companies Act of 1948. One 
bank is incorporated under its own Act of Parliament and two are governed 
by Royal Charters; none of these three banks issues half-yearly statements. 
To confuse the issue still further, three Scottish banks are subsidiaries of 
English institutions, while one Scottish bank owns the share capital of two 
English banks. 

The object of this series of articles will be to examine these differences 
between Scottish and English banking in some detail, to show why they have 
arisen and to discuss the reasons for and against their being maintained. 
Throughout the series the assumption will be made that most readers of THE 
BANKER will be sufficiently familiar with practice in England for it to be 
necessary to describe only the Scottish practice to enable comparisons to be 
drawn. Apart from those differences that are due to the existence of a separate 
system of law in Scotland, the explanation of most differences lies in historical 
developments on the two sides of the Border. The most obvious starting 
point of any enquiry is the power of the Scottish banks to issue their own 
notes, for the note issue has been more important than any other factor in 
conditioning the development of banking in Scotland. It is with the Scottish 
bank note issues that this first article in the series will be chiefly concerned. 


THE NOTE IssuEs 

The first Scottish bank—The Bank of Scotland—was founded by an Act 
of the Scottish Parliament in 1695. (Since almost every Scotsman knows that 
William Paterson, the founder of the Bank of England, was a Scotsman, it 
may not be out of place to mention here that the instigator and first Governor 
of the Bank of Scotland was an English merchant named John Holland.) The 
Act makes no mention of the bank’s power to issue notes but as banking and 
note issuing were practically synonymous in those days, it had no need to do 
so. Like the Bank of England, the Bank of Scotland was originally given a 
monopoly for twenty-one years, but at the end of that period its right was 
not renewed and the Roy al Bank of Scotland came into existence in 1727. 
This early lapsing of the Bank of Scotland’s monopoly had an important 
effect on the development of Scottish banking. The Bank of England main- 
tained its monopoly as the only joint stock banking company (i.e. company 
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with more than six members) that could issue notes in England until 1826: 
it was not until 1833, in fact, that it was established that joint stock banks 
(even without the right of note issue) could be set up in London itself. 

The monopoly of the Bank of England was the subject of fierce criticism 
and somewhat self-righteous comparison by Scottish banking historians in the 
nineteenth century. As Mr. A. W. Kerr, in his Historv of Banking in Scotland, 
put it: 


Banking in England has been crippled and enteebled by the pernicious monopolies 
granted to and the onerous responsibiliti ‘s imposed upon its first joint stock bank, 
while in Scotland the banking system has been developed and matured under 
natural and invigorating conditions 


Although this criticism may be somewhat overstated, it is fairly generally 
accepted that Scotland benefited greatly from the freedom to set up note- 
issuing, joint stock banks in the eighteenth and early nineteenth centuries. 

The principal advantage that Scotland derived from the fact that there 
was no limitation on the number of partners in any of its banks was that the 
era of small private banks ended early. Most private banks petered out 
shortly after the passing of the Act of 1765 that aimed at curbing various 
abuses of the right of note issue. The Scottish banks began to develop branch 
systems shortly thereafter and the local banking companies were gradually 
absorbed, so that by 1844 there were only 19 Scottish banks, each with its 
own branch system, while in England at the same date there were 441 banks, 
most of them small and local in their activities. 

When bankers in England lost the — to issue notes of less than £5 in 
1829, a strong attempt was made by the Government of the day to impose a 
similar prohibition on banks in Scotland. So great was the indignation aroused 
that this proposal was soon withdrawn. As a result of this, when Sir Robert 
Peel's Government passed the famous Act of 1844, which virtually put a stop 
on private note issues in England, its provisions were not applied to Scotland. 
A separate Act applicable to Scotland passed in the following year was based 
on the same principles, but with certain important differences. 

Under the English Bank Charter Act of 1844 the note issues of English 
banks were restricted to the average amount of their circulation during the 
three months immediately prior to April, 1844, and there were no provisions 
by which this amount could be increased. Further, on the amalgamation of 
any two banks, both lost their right of note issue. The result of the Act was, 
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as had been intended, that in course of time the private note issues died out 
completely and the Bank of England became the sole note-issuing bank. The 
Scottish Act of 1845, however, though it confined the right of issue to those 
banks which held it at that time, did make it possible for them to increase the 
amount of note issues. Scottish banks were permitted to issue notes in excess 
of their ‘‘ authorized circulation "’ (which was the average amount outstanding 
during the year to May 1, 1845) prov ided that any such excess was sovesel 
by the deposit of gold and silver coin in its Head Office. (The silver coin could 
not exceed one-quarter of the gold so held.) The clause governing the effect 
of amalgamations was different also, for, though a bank which ce ased to issue 
notes could not resume any such issue, an amalgamation between two Scottish 
banks could be accompanied by an adding toge the r of their authorized circula- 
tions. (Thus, after the Scottish bank am alg amation last year, the new Clydes- 
dale & North of Scotland Bank was dieued to retain the combined authorized 
circulation of its two previous constituents.) After the outbreak of war in 
1914 Treasury notes had to be held instead of gold as cover for any excess 
over the “ authorized circulation ” and, with the passing of the Currency and 
Bank Notes Act, 1928, Bank of England notes have taken their place in turn. 
A few other amendments of this sort have been made, but in substance the 
Scottish note issues are still governed by the Act of 1845. 

The legal position of these notes to- day is that they are promissory notes 
payable to bearer on demand at the Head Offices of the banks. For the right 
to issue them the banks have to take out a licence costing £30 per annum for 
each place at which notes are issued, and a stamp duty of rd. per £ per annum, 
calculated on the average amount in circulation, has also to be paid. Since 
the average total circulation to-day is in the region of £70 millions and the 
authorized circulation—the only part which can be issued without cover— 
amounts to only a little over £2} millions, there are many people who doubt 
whether any advantage still accrues to the Scottish banks from their issue. 
These people point out that the cost of licences and stamp duties from a widely 
spread branch system is not inconsiderable. The cost of printing the notes on 
specially prepared paper with all the devices required to guard against forgery 
must also be heavy. Since each bank issues only its own notes, there must of 
necessity be a system of exchanges and the man-power involved in them and 
the time spent on sorting and counting notes must be considerable. 

The question whether Scottish note issues pay their way cannot, however, 
be dismissed as easily as this. In earlier times there was no doubt of the 
advantages to the banks, and incidentally to the country, of these issues. 
Two advantages, in particular, were repeated ad nauseam before every Royal 
Commission on banking throughout the nineteenth century. In the first place, 
it was pointed out that notes were not counted as being in issue from the 
point of view of stamp duty and for the purposes of cover until they had crossed 
the bank’s counter. This meant that the banks were enabled to supply their 
branches with till money much more cheaply than would otherwise have been 
possible. In the second place, though gold, and latterly Bank of England notes 
have to be held as cover, they do not have to be specifically appropriated 
against the note issue, and can therefore form part of the cash reserves which 
the bank would require to hold whether it had the right of issue or not. These 
factors have powerfully affected almost every aspect of Scottish banking. 
They underlay the system of cash credits and the payment of interest on 
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deposits (which will be discussed in a subsequent article), and they are also , 
responsible for the spread of the branch system. This latter point is brought 
out graphically by Table I, which shows that banking offices are spread much 
more thickly across Scotland than they are across England. 
TABLE [| 
RATIO OF POPULATION TO BANK OFFICES 


Number of persons per bank office 


England Scotland 

195! ‘ 20,000 6,000 

1591 . 12,400 4,100 
IQII ; : 6,050 3,886 ] 
1935 0 o« . ee 4,000 2,000 
1949 ee ‘ . 4,471 2,955 1 
Without knowledge of F the yelative costs involved, and in particular the 
cost of supplying branches with till money, it is impossible to say whether ( 
these historical advantages of the note issue still outweigh its disadvantages | 


to-day. One point, however, should be made. There are a great many small 
branches in Scotland which under the present system probably show a profit 
but which would certainly not do so if they had to be stocked and kept supplied 
with Bank of England notes. Table II shows that almost 50 per cent. of 
Scottish bank branches are located in towns with a population of less than 
TABLE I] 
DISTRIBUTION OF BRANCH BANKS IN SCOTLAND 











Ratio of 
Places with No. of » of , of Branches to 
population of Branches Branches Population Population Population 

Over 100,000 ee 457 28 1,966,900 38 I to 4,039 
40,000 114 o 555,500 11 I to 4,873 
20,000 . oS 4 201,300 5 I to 3,843 

10,000 , e 137 Ss 325,100 iB) I to 2,300 

5,000 115 o 180,000 3 I to 1,565 

O21 52 3,255,500 63 I to 3,500 

Under 5,000 a S41 48 1,918,200 37 I to 2,281 
rotal ~ June, 1950 1,762 100 5,207, 000 100 1 to 2,955 


5,000. These branches are necessarily not usu: lly very profitable, but they 
are of considerable importance to the communities in which they are placed, 
It is likely that any reorganization that would follow the abolition of the note 
issues would cut their numbers very severely and leave branches in large cities 
virtually untouched. 
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rought 
| much 
By Alan T. Peacock 
N the last few years a great deal has been written about the social importance 
]> National Insurance and its réle in the welfare state, but surprisingly little 
has been written about its economic effects. Yet the traditional economic 
problems of state social security—the relationship between wages rates and 
insurance benefits, the incidence of social security taxation and so on—are 
probably of less importance to-day when full employment obtains than the 
relationship between it and general economic policy. In 1949, as Table I shows, 
ar the receipts equal to 14 per cent. of total Government revenue and expenditure 
hether equal to 12.5 per cent. of Government expenditure were channelled to and 
ntages from the public authorities through the National Insurance scheme. The 
"Small surplus shown by the scheme accounted for some 32 per cent. of the total 
profit surplus of the public authorities in 1949 and for some 6.3 per cent. of the total 


> than which the State can now influence both the magnitude and direction of 
payments flows within the economy. It is against this background that the 
financial provisions of the scheme—including the decision to press on with the 
planned inerease in contribution rates next October—should be vie wed. 

It may be well to start with a brief survey of the scheme’s balance sheet. 
The income of the scheme comes from four sources—the interest on invest- 
ments, the contributions of employed and self-employed persons, the contribu- 
tions of employers and the Exchequer contribution prov ided annually out of 
money voted by Parliament. The last named comprises an “ Exchequer 
Supplement ” to each contribution of self-employed and er persons, 
and certain block sum payments, the value of which is explicitly laid down in 
the National Insurance Act for each year up to 1955 and will be decided by 
Parliament thereafter. Expenditure from the funds, apart from administrative 
expenses, falls under two main headings. First there are transfers to private 
current account in the form of pensions, sickness and maternity benefits, un- 
employment benefit, industrial injuries benefit and death grants; in 1949 
these amounted to £373 millions, but they must inevitably increase over the 
average of future years. Secondly, there is an annual contribution to the 
National Health Service sanctioned by the National Insurance Act. This is 
calculated as a definite proportion of the contributions of the insured persons 
(amounting to rod. of each weekly contribution for men over the age of 18); 
this contribution represented about one-eighth of the net expenditure on the 
Health Service in 1949. The balance of income and expenditure is invested 
on behalf of the scheme by the National Debt Commissioners as directed by the 
Treasury; in 1949 this balance came to £157 millions. 

Superficially at least, the new insurance scheme has therefore retained the 
famous tripartite system of contributions instituted at the inception of unem- 
ployment and health insurance in this country in 1911. Now that the scheme 
is compulsory, however, it is really financed by two special taxes—an indirect 
tax on employers and a direct poll-tax on employed and self-employed persons 
—and by general taxation to finance the Exchequer contributions and the 
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pplied sum set aside for gross capital formation in that year. It is clear, therefore 
nt. of that National Insurance represents one of the most potent instruments through 
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interest on the National Debt held by the funds. This terminology has been 
followed in compiling Table I, which gives full details of the large sums now 
being shunted through these funds. 

How far are the figures shown in Table I likely to be modified in future 
years ¢ As in any insurance scheme, forecasts of trends in income and expen- 
diture are compiled and those made by the Government Actuary in 1946 
are on record in Cmd. 6730/46. Before commenting on these forecasts (which 
have already gone sadly awry) it is only fair to point out how very difficult 
the Actuary’s task is. It is true that projections of the cost of pensions, sick- 
ness benefits, maternity and death grants are based primarily on demographic 
and biometric data and there is a well-recognized procedure for their estima- 
tion; research into problems of population forecasting, mortality, morbidity 
and invalidity trends is far advanced. The accurate estimation of the values 


rasLe | 
NATIONAL INSURANCE FUNDS REVENUE ACCOUNT * 


é millions) 


INCOME 1935 1949 EXPENDITURI 1935 1949 
1. Direct Taxes 2 55 237 7. Expenditure on Adminis- 
(i) self-employed persons tration, etc. .. j 26 26 
ce atribution Z 2 i) medical benefit = ; I2 - 
ii) employees’ contribu li) expenses of adminis 
tion ‘ 35 Pa1 tration.. 14 26 
2. Indirect Taxes 8. Transfers to Beneficiaries 124 373 
i) Government contribu 1) pensions . 17 270 
tion as employer f 2 27 il) sickness and mz iternity 22 74 
ii) employers’ contribution 52 167 ili) unemployment oa 55 16 
3. Income from Investments 9 24 iv) industrial injuries II 
}. Grants from Central ). Health Service Contribu- 
Government Ss 47 143 tion ; 42 
10. Surplus on current account 15 157 
5. Total Revenue .. 565 598 11. Expenditure and surplus 165 598 
6. Item 5 as a percentage of 12. Items 7-9 as a percentage of °% 
Government revenue rs I4 Government expenditure (14.5) (12.5 


* The 1935 figures refer to the equivalent schemes in existence before the introduction of the 
National Insurance scheme in 1948 

+ Total insurance contributions paid by the State in respect of employment of Civil Servants 
and members of the Armed Forces 

t Medical benefit was payable up to the inception of the scheme in 1948 before this expen- 
diture became borne by the National Health Service 


of other important variables, however, largely depends upon genera] economic 
conditions. The division of the working population between employed and 
self-employed, the prevailing long-term rate of interest, and the incidence of 
unemployment among the insured are not amenable to accurate prognosis. 
Thus the Actuary’s forecast is subject to unavoidable errors, even in the 
short run. 

It will be seen from Table II that the disparity between the forecasted and 
actual expenditure and revenue in 1949 was largely the result of the low 
percentage of employed persons out of work in that year. The Actuary had 
assumed that, on the average, 8) per cent. of all employed persons would be 
out of work, a figure which he adopte -d on the advice of Lord Beveridge. Most 
people would probably now agree that the proportion of unemployed will not 
be as high as this in the average of future years. In the revised forecast, 
shown in Table II, it has been assumed that present employment levels will 
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ECONOMICS OF NATIONAL INSURANCE 


continue; consequential adjustments have been made in the receipts from 
contributions, the expenditure on benefits and, by a very small amount, in 
income from investments. This revised forecast is to be regarded as an 
extremely tentative one, but it serves to emphasize two important points. 
The first point is that, even with full employment, expenditure on benefits will 
increase in the future owing to the heavy redistribution of income towards the 
expan iding older age-groups via pensions. Pensions costs in 1978 are calculated 
at {501 millions, or approximately 67 per cent. of total expenditure. The 
second | oint is that, given present ive ls of employment, there will continue 
to be a considerable surplus on current account. So far as monetary and fiscal 
policy is concerne d, this isa very important magnitude and its significance and 
use must now be considered. 


TABLE It 
ESTIMATES OF INCOME AND EXPENDITURE FROM 1949 TO 1978 * 


{ millions 


1949 1g605 Ig75 
Revised 
Forecast Actual Forecast Forecast Forecast 
Income - 492.5 560 715 (780) 786 
(a) Ce tributions by employers (in- 
cluding Government), employees 
and self-employed 350.5 400 371 $24) 347 
b) Interest on assets : oe 21 23 21 (24) 21 
c) Exchequer contribution ce wan 137 322 322) 410 
Expenditure sa a wy .. 496.25 427.5 715 (641) 786 
(a) Administration .. oe a 18 23.5 8 24) 18 
b) Benefits ; 442 302 660 (572) 731 
(c) Ce yntribution to He: alth Service P 30.5 42 37 (45) 35 
Surplus, or Deficit .. a 4.2: 132.5 - + 139 


* These figures are for the National Insurance scheme alone and do not concern the separate 
scheme for Industrial Injuries. An appropriate adjustment is made in the actual 1949 figures 
juoted. The figures for 1949 are again for the calendar year. The actuarial estimates found 
in Cmd. 6730/46 are for the fiscal year ending on March 31 The forecasted figures quoted in 
olumn 1 have been adjusted so that they represent the sum of one-quarter of the 1949 estimates 
and three-quarters of the 1949-50 estimates made by the Government Actuary (cf. Table IX, 

17, of the report referred to above). The quoted forecasts for 1968 and 1978 are for the 
fiscal year. 


The main balance of the social insurance scheme is held within the National 
Insurance (Reserve) Fund into which any surplus on current account is paid. 
This fund was created in 1948 from assets transferred from some I5 separate 
funds; these latter contained the reserves of the various separate insurance 
schemes in existence before 1946 plus those of the Approved Societies respon- 
sible for the administration of the former Health Insurance scheme. The 
investment policy of the National Insurance Fund is controlled by the Treasury, 
who invest these reserves through their agents, the National Debt Commis- 
sioners, in securities issued or guaranteed by the Government. 

Some indication of the volume of gilt-edged now held within the reserve 
can be obtained from Table III. It will be observed that the relative impor- 
tance of National insurance as a source of extra-budgetary finance has increased 
significantly in the last few years. It is also important to note that only in 
post-war years have the National Insurance reserves taken up consider able 
holdings of long-dated Government stock. Before the war, the Unemployment 
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Fund held only negligible balances and these all in short-dated securities; by 
July, 1948, when the Fund was merged with the National Insurance system, 
it held 50 per cent. of its holdings in medium and long-dated securities and 
nearly 15 per cent. of them in “ Daltons.” 

This post-war switch into longer-term securities has sometimes been 
criticized on the ground that short-term stock is the only appropriate reserve 
for a fund of this nature. The critics, however—together with some of the 
supporters of the switch—have not always clearly defined the purposes for 
which they assume that this reserve is he ld. Is it to be regarded as a reserve 
held by the public authorities who administer the scheme so that they can meet 
future claims for pensions and other benefits ? Is it to be regarded as a wider 
contingency fund that can be dipped into by the public authorities at will ? 
Or is it to be regarded as a fund that should be invested in such a way as to 
yield the highest possible monetary return? There is a strong element of 
fallacy underlying each of these definitions. 


TABLE III 
PERCENTAGE OF OUTSTANDING GOVERNMENT SECURITIES HELD BY 
NATIONAL INSURANCE FUNDS 
(At March 31) 





Percentage of direct quoted Govern- 1945 1946 1947 1948 1949 1950 
ment Stocks with latest —-- (___ |— —— 
maturing date | | 

1950 or before .. ea oe 6.6 4.2 b.4 k.4 5s | 

1951-56 .. hi ‘es 11.9 at. | an oe ae 12.4 | 10.0 
57-7 8 S i 0 

1957-70 .«. o. oe o- oO. 1.0 3.0 | 13) %. i 
After 1970 in — P 1.3 2.7 2.2 | 6.0 7.5 7.8 
lotal Direct Government Stocks 4.2 | a So | 6.2 | 6.9 7.8 
Nationalization Stocks a a | — | I? | 8.8 | 10.3 
Other Guaranteed .. ir ae 9.8 | 9.8 3 | 1.8 2s | 4.0 
Total Quoted .. ; 4.6 4.6 468 | S§8.7 | 7% i 68 
Floating Debt 5 : - 0.9 :.3 o.5 | 0.5 0.3 0.4 





Consider, first, the concept of the fund as a reserve out of which the author- 
ties can meet future claims for benefits. This concept is based almost entirely 
on a false analogy between national and private insurance. The annual surplus 
on these funds is invested in Government or Government-guaranteed securities. 
The claim of the insurance system thus records an obligation by the Govern- 
ment or its’agencies (such as the nationalized industries) to repay the stated 
sums in the future and currently to pay interest on them. But these are 
purely book-keeping transactions within the public sector. So far as the 
public sector as a whole is concerned, no reserve is created at all by the accumu- 
lation of securities denoting obligations against itself. The ‘ reserve’ of the 
National Insurance system is really a convenient fiction. The truth is simply 
that the surplus represents compulsory saving which is used to finance capital 
formation. Thus, so long as a policy of disinflation continues, any major 
changes in the relative and absolute magnitudes of the various categories of 
National Insurance receipts and expenditure will have to be carefully watched. 
The fact that, actuarially considered, the insurance finances are “ sound ” will 
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be of little consequence if the general budgetary situation is jeopardized by 
lack of balance between saving and investment. 

This point has relevance to discussion of the second concept of the National 
Insurance reserve—as a general budgetary “ contingency ”’ fund. In a recent 
letter to The Times, a Conservative Member of Parliament Boe forward the 
suggestion that, with the growing cost of pensions, the Budget might be 

‘relieved ”’ of part of the burden of taxation necessary to supplement contri- 
butions by meeting benefits from the growing surplus. The same argument 
might be applied to the more immediate future in relation to increased defence 
expenditure. The preceding paragraph should have made it clear that the 
eradication of the surplus would merely mean that the Government would 
have to balance this fall in saving by forcing new saving elsewhere—that is, 
by increasing other taxes. The whole argument, in short, is a vicious circle 
when considered against the background of disinflationary finance. 

The concept of a “‘ contingency ”’ fund might, however, come into its own 
in conditions of under-employment due to under-consumption. One of the 
most interesting features of the National Insurance scheme is the provision 
in the Act by which contribution rates may be altered with a view to main- 
taining a stable level of employment. If both employers’ and employees’ 
contributions were reduced in times of slump the purchasing power of workers 
would be maintained and employers’ prime costs would be lowered. The 
extent to which such a scheme might have to be financed by reserves would 
depend upon its place in contra-cyclical finance. If it were in operation over a 
short period of time, with only a moderate rise in the unemployment percentage, 
then the fall in receipts due to the cut in contribution rates and the increase in 
expenditure on unemployment benefits could be met out of working balances 
without any repercussions on general monetary policy. A more ambitious 
scheme, however, would almost certainly mean that reserves would be called 
upon to finance these consumption subsidies. Selling the securities on the 
open mi irket might involve considerable capital losses in a time of sagging 
activity and might have an adverse effect on interest rates (an effect that 
would be out of harmony with contra-cyclical finance in general). The proposal 
would only make sense if the securities were sold to the Bank of England for 
cash, in which case the scheme would become indistinguishable from other 
forms of deficit finance, although it might have the advantage over others 
that it would direct the new cash to those who are most likely to spend it. 

One other possible function of the funds remains to be considered—their 
use as a source of income. It may be argued that this is plainly not the present 
purpose of the authorities. Interest at the moment only forms something 
like 5 per cent. of total receipts. Moreover, investment for yield in order to 
mar nd the ‘‘dependence”’ of the Funds on Exchequer supplements, would in 
no way reduce taxation in order to finance National Insurance, so long as the 
interest payments were for holdings of National Debt. Nevertheless, this 
concept, in a broad sense, does seem to be the one that the central authorities 
adopt at the moment. The National Insurance funds are invested in such a 
way as to minimize total outlay by the State on servicing the National Debt. 
The funds are used, in short, to support the gilt-edged marke t—particularly 
before the floating of new issues. In recent times they have been used to 
“underwrite ’’ new issues, during the war for War Bonds and other short- 
dated securities, and during the Daltonian period for Treasury Stock. 
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The gilt-edged market, of course, can be supported by extra-budgetary 
funds in two ways: first, by the switch of existing assets to longer-term securi- 
ties, and, secondly, by the investment of accumulating surpluses in new pur- 
chases of gilt-edged. The second of these policies is unobjectionable, but the 
first necessarily involves credit creation so that the banks can acquire cash 
from the Treasury to finance purchases of discarded short-term stock. It is 
the second, and unobjectionable, policy that was largely followed in the 
Crippsian poe but in the Daltonian period, of cdurse, new issues were 
‘underwritten “ out of the funds even at the cost of credit creation. The main 
criticism that ‘heal 1 have been directed against this policy was not that the 
funds suffered capital losses (as they did) but that they were used to support 
a policy of credit creation that he ‘Iped to reduce the real value of the benefits 
provided by the scheme. 

One other point remains. It has been argued here that the insurance 
element in the provision of social security benefits is a myth and that National 
[Insurance is really a social service financed by a compulsory levy. It is because 
of this that Lady Rhys-Williams and others have suggested reforms that would 
involve the payment of benefits out of general taxation and that might effect 
considerable administrative economies. Such reforms would mean that the 
surplus of the National Insurance funds would have to appear in official returns 
as part of the ordinary Budget surplus. It is interesting to speculate whether 
this latter book-keeping transaction, if it had been made in the past, would 
have led to a different pattern of departmental purchases of gilt-edged and 
thus to a different pattern of official support to the security markets. If this 
convenient repository for Government securities did not exist, would the 
authorities find another repository—for example, by greater switches from 
short- to long-term debt within the issue department of the Bank of England ? 


Insurance Investments 1n 1950 
By A Special Correspondent 


some detail the post-war trends in the investment policy of insurance com- 

panies. He estimated that between the end of 1945 and the end of 1949 the 
increase in insurance companies’ holdings of ordinary shares amounted to 66 
per cent., that of preference stocks to 44 per cent. and that of British Govern- 
ment stocks to only 20 per cent. The total value of British Government 
securities held by insurance companies in 1937 was £358 millions (when these 
securities represented 21.6 per cent. of insurance companies’ assets); this 
holding rose to £935 millions (or 41.7 per cent. of assets) under the stress of 
the special circumstances of the war years, but be eee 1945 and 1949 the 
absolute value of insurers’ gilt-edged holdings rose more slowly, to £1,123 
millions, and the proportion of the gilt-edged holding to total assets fell from 
41.7 to 34.9 per cent. The relative “switch of portfolios out of gilt-edged was 
pe the ips even more marked than these figures suggest, for between 1947 and 
1949 insurance companies had large new holdings. of § gilt-edged “‘ wished upon 
them ”’ in lieu of their old stock holdings in the new nationalized industries. 


| or an article in the August issue of THE BANKER, Mr. Leo Little analysed in 
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The 1950 balance sheets of the insurance companies have not yet been 
made up and any assessment of their investment experience this year, and of 
the extent to which it has continued the trend of 1945-49, can only be couched 
in general terms. All the indications are, however, that there has been a 
substantial inflow of insurance funds both into long-term gilt-edged and into 
industrial securities this year—and the likelihood is that the relative impor- 
tance of industrial holdings (thanks almost entirely to the experience of the 
last three months) has again increased. 

There have been two main reasons for the large inflow of insurance funds 
into higher-yielding securities this year. The first reason is that insurance 
companies were in an exceptionally liquid position at the end of 1949—the 
heavy fall in longer-term gilt-edged stocks between the spring and autumn of 
last year induced those in charge of life portfolios in particular to go shorter 
to avoid further capital depreciation. A good indication of this is to be found 
in figures recently published by 7he Economist. These showed that despite 
the rise in interest rates during 1949, the net rate of interest on the life and 
annuity funds of 40 representative offices actually fell from £3 9s. tod. per 
cent. in 1948 to £3 gs. 5d. per cent. in 1949. One implication is that many 
offices must have been holding much more than their wont of short-term 
stocks, and even of Cash, at the end of 1949. 

The second main reason for the big inflow of insurance funds to the market 
this year has been an increase in the volume of funds available for investment. 
It is possible that this has been an even more potent factor than the reaction 
from the extreme liquidity of late 1949. It will be recalled that in post-war 
years a record volume of new life business has been written. It is often said in 
the insurance world that it takes about two years before much of the additional 
premium income from new business becomes available for investment. There 
is a rough rule of thumb that the first year’s premium income goes towards 
paying the agent’s commission and that much of the second year’s payments 
made by a new policy-holder go to other expenses connected with the issue of 
the policy. This calculation must not be pressed too far, but it is nevertheless 
true that the record volume of new business written between 1947 and 1949 
really began to swell the volume of investible funds accruing to insurance 
companies towards the end of last year and throughout this year. 

At the turn of 1949-50, there fore, many insurance companies had a large 
store of old funds uninvested and large new sums coming forward. At this 
period, however, it was not easy to find an investment outlet for these funds 
in the industrial market. The market for particular industrial shares is often 
so narrow that big insurance companies find it difficult to make purchases of 
them—at any rate on the scale in which they are accustomed to deal—without 
driving up prices against themselves. It is for this reason that the part that 
the big companies play in new industrial issues is often more important than 
the part they play in ordinary day-to-day industrial dealings. And at the 
beginning of 1950 industrial new issues were at a low ebb. 

This point must not be exagge ‘rated—and nor must the atrophy that it 
caused in insurance companies’ dealing in industrial shares in the early months 
of 1950. For one thing, the smaller companies at least do buy many industrial 
stocks through ordinary day-to-day dealings on the market. For another, 
there was a fair volume of securities available from sales to meet death duties 
out of deceased estates at the beginning of this year. A number of very large 
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estates were being wound up and purchases of large blocks of formerly privately- 
held securities form an increasingly important investment outlet for the 
institutional investor. Moreover, new issue activity was not entirely dead 
in the spring of 1950. There was, for example, the English Electric issue of 
£3 millions debenture stock; there was the Calcutta Electric £3 millions issue 
(much of which was left with the underwriters); a further £1 million issue—of 
ordinary stock—was made later by English Electric; there was a large issue 
by Boots Pure Drug, the £3} millions issue by Fisons, and numerous other 
issues, mostly of lesser importance , but running together into several million 
pounds. This was also the period when the Orange Free State mining concerns 
came forward with their large capital-raising operations. Although the 
insurance companies had but a small stake in gold mining finance in the years 
when the pound was overvalued, a number of offices are known to have acquired 
sizable investments in the South African gold mining industry since. Moreover, 
the Stilfontein issue of convertible loan stock was especially designed to attract 
institutional support and it is known that some insurance companies did take 
an interest in this operation. Some of the insurance companies North of the 
Border (and some South) also added further to their holdings of American, 
and in particular Canadian, dollar securities. Most of their more recent invest- 
ments in North America, however, date back to the pre-devaluation period, 
when Scottish offices, in particular, were large buyers of dollar securities. 

It is fair to say, however, that in this early part of the year many insurance 
companies were probably more concerned with slowly le ‘ngthening the average 
life of their gilt-edged portfolios than with taking up new industrial stock. 
Some voices were even heard at this period suggesting that past switches into 
ordinary securities had already gone far enough. The slow movement into 
longer-term gilt-edged gathered rather greater momentum in early June, it 
checked slightly at the first news of the Korean invasion, but picked up again 
in August. In September and October the movement was further strengthened 
by the good demand for shorter bonds that the insurance companies were 
trying to shed. This demand for short bonds was ascribed by some to the hot 
money inflow. 

By this time, however, the industrial new issue boom had started. The 
Imperial Chemical Company led the way with an issue of £20 millions in 4 per 
cent. twelve-year unsecured loan stock. This was soon followed by a {10 
millions issue made by the Distillers Company. The special feature of these 
two operations was that they by-passed the Stock Exchange. Both issues 
were placed in whole direct with a handful of insurance companies and a few 
institutions. There is no need to trace over the controversy that these issues 
aroused. From the insurance companies’ point of view they were stocks that 
avoided stamp duty, offered a good yield and repayment after a fixed term 
and could be taken up in really satisfactory blocks. Many insurers, therefore, 
jumped at them—though in view of their lack of marketability, it is clear that 
such stocks could not be taken up in indigestibly large quantities. It is 
unlikely, however, that the offices will be asked to perform such feats of 
digestion in the near future. The two other giant operations of recent weeks— 
the {10 millions issue by Unilever in 3? per cent. 25 year secured debenture 
stock and the issue of £20 millions in unsecured notes by the Imperial Tobacco 
Company—both attracted great support from the public. Although insurance 
companies were among the applicants for these two issues, the sheer number 
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of individual applications proved the scale of support from the general public. 
Hence, in present market conditions, the insurance companies must probably 
continue to be content to compete with the private investor for a stake in 
new issues—which in itself is no bad thing. 

Besides these very large operations that have been particularly in the public 
eye, sli ghtly more modest issues have also been far more numerous recently 
than in the early months of the year. The Canadian Eagle, British Aluminium, 
British Oxygen, Dunlop and Rolls- Royce issues alone called for more than £20 
millions between them. In short, the insurance companies have in one way 
and another been able to find a good many worth-while outlets and it will be 
surprising if they have not succeeded in raising the yields on their investment 
portfolios slightly this year—in spite of the fall in interest rates below 1949 
levels. 

What of the future? In 1951 the insurance companies will be further 
burdened by Government guaranteed stock in the form of steel compensation 
stock and more issues of coal stock; this may not put them in too good a 
frame of mind to subscribe heavily to any further issue of Transport stock. 
On the other hand, industry is running increasingly short of capital and it is 
becoming more apparent that much of the finance that has hitherto been 
obtained from the banks on a temporary basis will have to be funded. More 
rather than less capital issues are therefore likely—provided, and it is a big 
proviso, market conditions remain good. As 1950 draws to an end, the gene ral 
temper of opinion in the insurance world is, perhaps, that the relatively more 
important post-war position of industrial securities as an outlet for newly 
accruing funds is likely to be maintained, but that the switch out of short-term 
to higher yielding stock—which in some offices at least has been quite a feature 
of the year—is now largely over. 


Marine Insurance Since Devaluation 
By D. King - Page 


Ts devaluation of sterling in September, 1949, not only brought with it 





an increase in the sterling value of the premiums received by British 

insurance companies from hard currency countries; it also brought an 
increase in the sterling value of commitments outstanding in hard currencies 
at that date. The proble ms set by this increase for the worldw ide business of 
the fire and accident branches of British insurance offices have been briefly 
discussed in two previous issues of THE BANKER.* They can conveniently be 
amplified by an analysis of the experience of British marine insurance—for 
the marine market is, of course, even more international in its scope. 

At the San Remo conference of the International Marine Insurance Union 
on the eve of devaluation in September, 1949, Mr. A. B. Stewart, of Lloyd’s, 
chairman of the Joint Hull Committee (on which both Lloyd’s and the Marine 
Insurance Companies are represented) drew attention to the problems then 
looming. If devaluation took place, he pointed out, insured values would 
increase—but only in the terms of the devalued currency. It would be essential, 





* See the issues for December, 1949, ond August, 1950. 






























THE BANKER 





therefore, that underwriters should obtain the full sea risk premium on increases 
in the insured values of ships, because their expenses throughout the world, 
and particularly in the dollar area, would be greater in the terms of the devalued 
currency. (It should be pointed out here that it is the practice of the British 
market, oie ‘nN any increase occurs in the insured value of a ship, to calculate 
the premium on the amount by which the value is increased at the full sea 
risk rate on half the amount of the increase, and the lower “‘ total loss only” 
rate on the other half. The bulk premium thus arrived at is then applied at a 
fixed rate per cent. to the amount of the increase in value.) 

The devaluation of sterling was announced a few days after Mr. Stewart 
had delivered his speech. By the end of 1949 underwriters had had time in 
which to face up to the problems he had posed. Their main concern was about 
hull business—that is to say, about the insurance of ships as distinct from the 
insurance of cargo. Ships are customarily insured for periods of twelve months, 
so that a risk attaching on any given date is exposed to the possibility of a 
casualty up to the last minute of the currency of the policy twelve months 
later. A casualty incurred near to the expiry date of a policy may involve 
repairs that will only be completed many months later. The adjustment of the 
claim also takes time. In fact, substantial claims on hull accounts are some- 
times settled four, five, and even six years after an account has been closed. 

hese difficulties formed the key note of the annual statements by many 
leading underwriters around the turn of the year. Mr. D. G. Scott, chairman 
of the Liverpool Underwriters’ Association, pointed out at the annual meeting 
of the Association last February that: ‘‘ The sum insured in the case of British 
ships, for example, is in sterling and the premium is paid in sterling; but 
should such vessels have to be repaired, say in the United States of America, 
underwriters’ liability becomes the increased sterling equivalent of the dollars 
expended. This not only applies to future repairs, but also to outstanding 
accounts not yet settled by shipowners which will have to be paid for by 
underwriters in sterling calculated at the devalued rate. Although the result 
is increased cost of repairs in sterling, the pre mium received by underwriters 
cannot be augmented until the contracts of insurance are renewed and this 
factor is sufficient justification for increased rates on vessels trading to those 
countries . which I have referred’’. The same point was dealt with by 
Mr. E. H. N. Dowlen, chairman of the Institute of London Underwriters, at 
the annual ater of the Institute. Mr. Dowlen said that if an insurance had 
been effected in a currency which had been devalued, and the insured vessel 
incurred services or had repairs effected in a currency which had not been 
devalued, then it was a worse risk to underwriters to the extent of the devalua- 
tion. He went on: “In other words, British hull risks, and others in which 
the currency has been devalued to the same extent, pay over 40 per cent. more 
in claims on any costs incurred in undevalued currencies ' 

hese remarks, ex cathedra, by leading underwriters were interpreted by 
many to portend an increase in the basis of hull rating. Hull rating is governed 
by a market pact known as the “ Joint Hull Understanding ’’, to which Lloyd's 
Underwriters and the Marine Insurance Companies subscribe. The basis of 
the ‘‘ Understanding ”’ is that a shipowner whose insurance record over the 
last three completed years shows a credit balance of 40 per cent. of the premiums 
may renew his insurances without increase of rate, but that shipowners whose 
credit balance is less than 40 per cent. of the premiums must pay a minimum 
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increase in rate on renewal; this increase is calculated on a sliding scale that 
is an integral part of the ‘“‘ Understanding’. Despite all forecasts, however, 
no change in the formula was made in the early part of 1950. When the time 
for the annual meeting of the International Marine Insurance Union again 
came round in September, hull business was still being transacted on the 
formula contained in the last revision of the “‘ Understanding ’’ dated March, 
1949; this revision, incidentally, had, if anything, lessened rather than increased 
the cost of insurance to shipowners. 

At the 1950 conference of the International Marine Insurance Union, which 
this year was held at Eastbourne, Mr. A. B. Stewart offered a new analysis 
of the situation that the market had to face. He recalled his forecast at San 
Remo that the incidence of increased costs on hull business would only be 
gradual and drew attention to the difference between hull insurance and 
business ‘‘ over the counter ’’. In business “ over the counter ”’ the goods sold 
are already bought and made; in hull insurance underwriters sell services 
that they may be rendering—or paying for—years later. It followed therefore 
that when inflation or devaluation occurred underwriters were in the unfor- 
tunate position of being only able to guess what it would actually cost them. 
Even now, Mr. Stewart argued, underwriters had not seen the effect of devalua- 
tion translated into figures. Their figures showed the cost of repairs carried 
out before the full effect of devaluation had been felt. Rkearmament might 
mean that on top of the extra cost that underwriters had yet to experience, 
there would be a continuance, even an acceleration, of the rise. Mr. Stewart 
went on to speak of the automatic reduction in hull rates that underwriters 
had made in the immediate post-war period, and added that it might well be 
that hull underwriting was already on a basis of rates that were not adequate. 
He felt, therefore, that a note of warning should be given to hull underwriters, 
and the Joint Hull Committee might have to give consideration to the formula 
for renewals on which they worked. 

Mr. Stewart’s “note of warning’”’ was no doubt deliberate, for early in 
October the Joint Hull Committee did, in fact, announce a revised formula 
of the ‘‘Understanding’’, which had the effect of increasing the rates for 
the renewal of hull risks. This revised formula still allows the renewal of risks 
that have shown a credit balance of over 40 per cent. for the last three com- 
pleted years without any increase in premium; but for risks which do not 
comply with this requirement, the formula (or rather the two formulae applying 
to risks of under and over {£6 millions aggregate value respectively) now 
provides for finer graduations and for larger premium increases for each 
graduation of the percentage credit balance. 

This was, in effect, the first positive reaction of the hull insurance market 
to devaluation. Even after this change, however, many underwriters do not 
believe that the uncertain, but adverse, effects of devaluation have been 
countered. The correctness of this belief depends, of course, on the extent to 
which higher hard currency commitments have been offset by higher premium 
income from non-devaluing areas. The British Balance of Payments figures, 
showing huge increases in invisible income in the first half of 1950, may be 
taken as a sign that overseas insurance operations have done well. But it 
must not be forgotten that although the earnings of British insurers in un- 
devalued currencies now represent an increased sterling equivalent, that 
sterling equivalent is only a balance in hand; some portion of it must, in theory, 
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be reconverted to meet claims in undevalued currencies. Moreover, in marine 
insurance there is the complicating factor that some risks, which are insured 
in sterling and on which the premiums are paid in sterling, bring claims that 
have to be paid for in dollars or other undevalued currencies. These claims 
will be greatly increased in the process. 

The problems set by devaluation for the conduct of cargo insurance have 
been less complex than those set for hull insurance. It is true, of course, that 
the great—and growing—increases in commodity values have resulted in 
increases in insured values, in premiums, and in claims when claims are 
incurred. But this is not so much a problem as an accepted fact. In contrast 
to hull insurance, cargo insurance is more akin to what Mr. Stewart called 
‘over the counter ’’ business. It is effected voyage by voyage on values fixed 
by immediately current conditions. . If a claim is incurred, that claim is settled 
within a comparatively short time (except in so far as a claim may involve 
liability for ‘“‘ General Average ’’, when it necessarily involves the long delay of 
adjustment). . 

Two other developments in cargo insurance during the past year deserve 
special mention. First, general economic conditions have tended to turn 
what was a world buyers’ market into a sellers’ market, with all that that 
means for cargo insurance. In the early months of 1949 many consignees 
were tending, where possible, to decline acceptance on the ground that goods 
were damaged; this tendency led to increased claims on nda rwriters. Now, 
however, when goods are again in good demand, consignees may accept 
shipments that they could decline on account of damage; they can dispose of 
these goods to better advantage than by selling them to the underwriters, 
which is what a claim amounts to. Nevertheless, the tende ncy for consignees 
to decline acceptance is greater than it was, say, two years ago. 

Secondly, however, as a result of the abandonment of the w ar-time ‘‘ Com- 
bined Marine Surcharges’ in July, 1949, cargo rates have tended to decline, 
in some cases to decline very sharply. Some underwriters consider that cargo 
business is not at present on an economic basis of rating, for there has been a 
return to selective and individual rating of cargo risks after the virtual tariffing 
of the business during the war and immediate post-war years. It is true that 
in the cargo market, more perhaps than in the hull market, competition is 
once more becoming a problem, but it is a problem that affects the smaller 
national markets far more than the great international British market. Holland 
and Eire, for instance, were complaining, early in the year, that their national 
cargo insurance rates were being “‘ cut to ribbons by competition "’; at that 
time, at any rate, British market underwriters were not noticing any such 
signs—although competition may have increased since then. 

On the whole, the marine insurance market can be said to have met the 
problems set by devaluation and worldwide inflation calmly and with tradi- 
tional enterprise. It has neither withdrawn from any foreign sphere nor sought 
to increase its foreign commitments to more than a normal extent. As the 
authorities quoted earlier in this article have made clear, however, marine 
business, and hull business in —% ular, has still to meet many of the delayed 

fects of devaluation. These effects cannot be properly assessed until the 
eas ‘ss transacted during the ia ist year has run off. Even then, the 1950 
accounts may only indicate the preliminary, not the definitive, trend of 
business in the immediate post-devaluation period. 











narine 
sured 
5 that 
‘laims 


have 
that 
-d in 
S are 
trast 
-alled 
fixed 
ttled 
volve 
ay of 


serve 
turn 
that 
Nees 
¥O0ds 
Now, 
cept 
se of 
iters, 
ees 


om- 
line, 
argo 
ena 
ffing 
that 
nis 
aller 
land 
onal 
that 
such 


the 

adi- 
ght 
the 

rine 
ved 
the 
950 
ot 








385 





International Banking Review* 


European Payments Union 
WO of the periodical compensations in the European Payments Union, those 
for the period July-September and for the month of October, have now 
taken place. The accompanying table shows (1) the extent to which each 
country is reported to have ploughed through its initial credit or debit “‘ handicap’ 
by October 31; (2) the re ported cumulative position of each country at October 31; 
(3) the cumulative position at which each country will first receive or pay gold; 
a (4) the cumulative position after which all receipts or payments fall due in 
gold. It will be seen that only France, Portugal and Turkey seem to have been 
actually receiving gold by the end of October and only Germ: iny was actually 
paying it. The Netherlands and Denmark were, however, perilously near the 
point of initial gold payments and the United Kingdom was nearing the point of 
«st gold receipts. 
It has been announced that {10.5 millions of the United Kingdom’s surplus 
with Europe since June 30 has been covered by the running down of European- 


E.P.U. CUMULATIVE POSITIONS AT END-OCTOBER 
(Millions of Units of Account) 


Initial Credit Cumulative Credit ( + ) 
or Debit or Debit (-—) 20% of Total 
Balance Used at October 31 Quota * Quota f 
Austria .. 5 — 10.7 Nil 14 70 
Belgium-L uxembourg. Nil Nil 72 360 
Denmark a6 re Nil — 98.6 39 195 
France .. ova ie Nil +. 161.7 104 520 
Germany 2 oe Nil — 289.5 64 320 
Greece pi — 53.3 Nil 9 45 
Iceland .. ae rer - 1.6 Nil 3 15 
Italy .. ; ae Nil - 17.1 41 205 
Netherlands... ‘ — 30.0 —- 42.7 46 230 
Norway . ee — 25.3 Nil 40 200 
Portugal aa Nil + 22.3 14 70 
Sweden .. ant ia + 13.8 Nil 52 260 
Turkey .. ‘ od Nil + 10.6 10 50 
United Kin gdom me +-150.0 + 140.6 212 1,060 


* Credit or debit balance at which partial gold receipts or payments begin. 
+ Credit or debit balance at which 100 per cent. gold receipts or payments begin. 


held sterling balances (accumulated prior to the inauguration of E.P.U.). As 
already revealed, the central banks of O.E.E.C. countries held about £200 millions 
of sterling balances on June 30 last; of these Portugal now holds £80 millions, 
Italy holds {60 millions, France holds £28 millions and Sweden holds £22 millions. 
Against this Britain holds some £40 millions of European currencies; Britain’s 
biggest foreign balances are {24} millions of Danish kroner, £8 millions of Dutch 
guilder, {2.75 millions of Norwegian kroner and (as a result of a startling change 
in the balance of Anglo-Swiss payments) £4.75 millions of Swiss francs. 


Argentina 
The Argentine authorities have introduced a new procedure for assessing 
import duties. Hitherto duties have been determined by the former tariff value 
(based on 1906 prices) plus increases recorded up to the year 1932. The new duties 
will be fixed on an ad valorem basis and levied on c.i.f. values. The modified 





* Other current international banking news is discussed in ‘‘A Banker’s Diary ”’, on pages 335-340. 
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procedure will not, however, apply in cases where there are treaties or commercial] 
agreements with which it would conflict or to fuel and petroleum imports. The 
practical effect of the new arrangements will be to increase customs revenye 
materially. 

The Central Bank of Argentina has indicated that it is willing to buy foreign 
currencies for spot against forward sales so long as the operations are concerned 
with the import of goods or the eventual remittance of freights and passages in 
foreign currencies. 

Australia 


Australia is to have its first issuing house. A company entitled Mainguard 
(Australia) has recently been registered; it will specialize in the provision of new 
capital for industrial concerns, local authorities and public and private corporations 

in Australia. The chairman of the Board of the new concern is Sir Alfred Davidson, 
who was for many years the general manager of the Bank of New South Wales, 
The authorised capital of the company is £5 millions of which £4 millions is in 5 5s. 
ordinary shares and the remainder in {1 five per cent. Cumulative Preference shares, 


Belgium 

The Government has placed Belgian Treasury notes in the Swiss market toa 
total value of Swiss Frs. 55 millions. The operation is intended temporarily to 
strengthen the country’s foreign exchange reserve position pending the issue of 
a long-term bond in Switzerl. ind; this issue is scheduled to take place early in 1951. 

A statement issued after the conference between the Belgian, Dutch and 
Luxembourg Governments on the implementation of the Benelux Union plan has 
stated that there is every hope that the Benelux Treaty of Economic Union will 
be brought into force at the be ginning of Ig5I. 

The Budget statement for 1951 provides for a surplus on the ordinary Budget 
of Frs. 107 millions, the expenditure total being estimated at Frs. 63,745 millions. 
Expenditure on the extraordinary Budget is expected to come out at Frs. 16,307 
millions. The statement expresses the Government’s confidence that external 
loans will be available for covering the deficit on the extraordinary Budget. 

The National Bank has taken steps to limit the amount of cover it furnishes to 
the banks in respect of forward transactions in sterling, Swedish crowns and other 
formerly soft currencies. 

Brazil 


The President-elect, Dr. Vargas, has stated that he intends to maintain the 
present foreign exchange rate for the cruzeiro. Dr. Vargas also asserted that he 
would do his utmost to see that a high price was secured for Brazilian coffee and 





THE COLONIAL MUTUAL LIFE ASSURANCE SOCIETY LIMITED 


(Incorporated in Australia 1873) 


offers SPECIAL FACILITIES for 

comprehensive Life and Endowment Assurances combining Permanent 

Total Disablement Benefits at Reduced Premium Rates to staffs of 
Banking Organisations. 


Apply: D. DRYBROUGH, M.A., F.F.A., Manager for the United Kingdom 


4 ST. PAUL’S CHURCHYARD, LONDON, E.C.4 
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that bear speculation in the commodity was prevented. The industry would be 
given all possible assistance by the Government. 


Canada 


The Government has announced new restrictions on consumer credit. In 
future purchases on the instalment plan will generally require a down-payment 
of 20 per cent. of the total sum involved, except in the case of private motor vehicles 
where the cash payment must not be less than 33 per cent. Repayment of the 
sum borrowed must be completed within a period of eighteen acne. To avoid 
circumvention of the regulations certain forms of bank and loan company advances 
are to be restricted. The new regulations do not apply to transactions involving 
real estate, bonds and securities, goods purchased for business and professional 
purposes, commercial vehicles, farming equipment and building materials. 


Cuba 


The Minister of the Treasury has announced the Government's intention to set 
up a free gold market on similar lines to that operating in French Morocco and to 
repeal the 15 per cent. tax on the exports of Cuban-mined gold. These steps have 
been taken to encourage the reopening of idle Cuban gold mines under the mineral 
wealth development programme. The plan also makes provision for the financing 
of mining development with Government funds if private capital cannot be induced 
to take an adequate interest. 

Denmark 

As a further step in the drive to restrict credit and to defeat the growth of 
inflationary pressures, the Danish bank rate has been raised from 4} to 5 per cent. 
This followed an increase in the rate from 3 to 4 per cent. at the beginning of July. 
Other measures to combat inflation have been outlined by the Minister of Finance. 
They include the flotetion of a State defence loan, the introduction of compulsory 
saving out of incomes above Kr. 8,000 millions per annum and a tax on single 
persons. Money brought in under the compulsory saving scheme would be returned 
to taxpayers at tre end of 1960, together with compound interest at the rate of 

4 per cent. per annum. 


France 

The French Finance Minister, M. Petsche, has disclosed that an international 
loan to help finance French rearmament is under consideration. He has also 
revealed that arrangements concluded with the American authorities will bring 
in some $280 millions of Marshall Aid to France in 1951 and that France will 
receive $200 millions of the cash allocation of $500 millions granted by Congress 
for military purposes. This military aid will be available both to pay for war 
materials sent to France and for materials produced in France. In addition, 
France will receive free war materials from the United States to a total value of 
some $2,750 millions. 

The French Finance Ministry has announced that owners of franc accounts 
in the French monetary area who reside in countries participating in the European 
Payments Union will henceforth be able to use these accounts without restriction. 
Facilities for the conversion of the francs involved into other O.E.E.C. currencies 
will be provided when required. 

The order issued in 1947 requisitioning liquid dollar balances and dollar securities 
has now been withdrawn. 

A syndicate of French banks in London, operating in conjunction with British 
banks with strong French connexions, has arranged a documentary acceptance 
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credit of up to {1.5 millions to finance French imports of jute from India and 
Pakistan. The credit, which is for a period of six months, is guaranteed by the 
Credit du Nord. 


Germany 


The West German Government has announced its intention of introducing 
legislation to establish a new central bank for West Germany to replace the Bank 
of the German States. The new bank will collaborate with the Government j in 
formulating and implementing currency and credit policies; in the event of a 
dispute, the matter will be referred to an arbitration committee in which the 
German Government will have the decisive vote. The new bank will, therefore, 
have much less independence than the institution it replaces. Earlier in the year, 
Dr. Vocke, the head of the Bank of the German States, argued that the new central 
bank should not be subject to Government interference, as its freedom to formulate 
its own currency and credit policies was the best guarantee of the stability of the 
currency. 

The West German bank rate has been raised from 4 to 6 per cent. by the Bank 
Deutscher Laender to help correct the sharp deterioration in Germany's external 
payments position. According to some reports the change was made against the 
wishes of the Government, which was afraid that the restriction of credit would 
imperil the capital investment and full employment policies. Changes corres- 
ponding to the rise in the bank rate have been made in other West German 
discount rates. 

Import regulations have been revised and new limits are to be imposed on the 
volume of imports. The broad principles of the trade liberalization programme 
adopted earlier in the year are not, however, to be abandoned. Though applica- 
tions for import licences will continue to be accepted by commercial banks 
authorized to transact foreign exchange business, licences will be granted only by 
the State central banks. The new method is intended to enable the Federal central 
bank to keep a close check on imports and fix the necessary priorities. 

An assessment made by the Federal Debt Administration has valued the pre- 
war foreign debts of the German Reich and its component States and smaller 
communities at 3,500 million marks at current exchange values. No attempt has 
yet been made to assess the current value of pre-war private debts. 


India 


The Indian Finance Minister, Sir Chintaman Deshmukh, has stated that an 
essential prerequisite of the Indian Government’s drive to attract foreign capital 
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to India is to put the domestic economy on a sound footing. This would entail 
an all-out drive to correct the budgetary disequilibrium, to improve the country’s 
balance of payments and augment internal resources so that as large a part of 
the capital development programme as possible could be financed locally. 
Israel 

fhe establishment of the Anglo-Palestine Bank as the central bank of Israel 
has been carried a stage nearer completion with its shareholders’ acceptance of the 
scheme for transferring registration of the Anglo-Palestine Bank from the United 
Kingdom to Israel. The proposals include the liquidation of the Anglo-Palestine 
Bank and the registration in Israel of a new company named Bank Leumi le-Israel 
B.M. (National Bank of Israel). The new concern will have an authorized capital 
of { (Israel) 3 millions, divided into 600,000 Ordinary shares, 600,000 “‘A’’ Ordinary 
{1 shares and {1.8 millions unclassified shares. Shareholders in the existing 
company have been given an opportunity to exchange their holdings for shares in 
the new undertaking on certain conditions. If the offer is fully accepted the 
issued capital of the new bank will be £1.2 millions, i.e. £310,000 in excess of that 
of the Anglo-Palestine Bank. Mr. S. Hoofien will be chairman and other members 
of the board of the new company will be drawn from the Anglo-Palestine Bank. 


Malaya 

The Financial Statement for 1951 issued by the Federal Government estimates 
that revenue in 1951 will total M.$367.5 millions and expenditure M.$440.5 
millions, leaving a deficit of M.$73 millions. This, however, does not take into 
account any receipts from the new rubber export duty. It is estimated that if 
rubber and tin prices remain at about present levels some M.$700 millions of new 
revenue will accrue to the Government if this latter tax is imposed. 

A Government statement explaining the decision to impose the substantial 
and complicated new export duty on rubber as from the beginning of 1951 has 
pointed out that large profits made on overseas sales of rubber were finding their 

way back into circulation, thereby adding to the inflationary trend. The statement 
asserted that it was intended to appropriate the excess of the duty collected at 
the new rate over that which would have been collected at the old rate for building 
up reserves considered essential for future stability and for economic and social 
development. Negotiations to lighten the tax are, however, in progress. 


N orway 


[he Government’s programme for combating inflationary stresses generated 
by recent changes in world price levels includes measures to reduce investment 
outlays on private and public account. In the case of Governmental investments, 
the cut proposed is of the order of 10 per cent. In addition, bank credits are to 
be restricted as a means of curtailing private outlays. 

A new monetary agreement has been signed with the United Kingdom super- 
seding the agreements of November, 1945, and July, 1948. 


Poland 


The Pohsh authorities have announced their intention to put the zloty on a 
gold basis as from the beginning of March, 1951. Its new nominal value will be 
equivalent to 0.222168 grammes of pure gold. Previously the Polish zloty had 
been quoted on a U.S. dollar basis at a level about 1 per cent. of that scheduled 
to come into operation next year. The change in the value of the currency is to 


be accompanied by a money “‘ purge’ which will entail the exchange of existing 
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Polish notes and large bank deposits for new curre ncy at a ratio of roo e xisting 
monetary units for one new ete iry unit; sm iller bank deposits, wages and 
(it is hoped) prices will be reduced in the ratio of roo to three. The revaluation 
operation establishes the Polish zloty at parity with the Russian rouble, which 
was also put on a gold basis earlier this year. It is believed that the change js 
being made as part of the Soviet plan to establish a rouble bloc. 


Siam 
Arrangements have been concluded for three loans to Siam by the International 
Bank for Reconstruction and Development to a total value of U.S. $25.4 millions, 
They will be used for capital development. 


Spain 

Exchange controls over the importation of goods essential to the country have 
again been overhauled. The new plan establishes six different categories of 
essential imports, the grading being according to their relative importance. 
Different exchange arrangements are set out for each group. For group “A” 
imports, exchange will be supplied by the authorities at rates of 45.99 pesetas to 
the pound sterling and 16.425 to the U.S. dollar. For group “ B”’ imports 60 
per cent. of the exchange will be supplied by the authorities at the rates fixed for 
group “A”’ imports, but the balance must be bought on the free market (where 
rates have recently been standing at about 11 pesetas to the pound and 40 pesetas 
to the U.S. dollar). For groups “C”’ and “ D”’ the authorities will supply 60 
per cent. of the exchange required at rates of 61.32 and 21.99 pesetas to the pound 
and the dollar respectively, leaving the balance to be acquired at free market 
rates. Group “E”’ imports will be provided with official exchange to the full 
amount required at rates of 55.188 pesetas to the pound and 19.710 to the dollar. 
For imports in Group “ F”’ the previous exchange arrangeme nts will continue. 
Foreign exchange for non-essential imports will be obtainable only from the free 
market. The new arrangements are intended to stimulate production by cheapening 
the cost of raw materials and semi-manufactured goods essential to Spanish 
industry. 

The United States Economic Co-operation Administration has announced that 
aid for Spain under the $62.5 millions loan plan approved by Congress will be put 
in hand immediately and that the Export-Import Bank will act as the operating 
agency. Individual loans will be made for specific Spanish projects that can only 
be carried through if commodities, equipment and services are purchased from 
the dollar area. 


Turkey 


Arrangements have been concluded with the European Co-operation Adminis- 
tration for the £T 126 millious of Turkey’s Marshall Aid counterpart funds to be 
used for the promotion of agriculture and industry; £T 83 millions of this will be 
devoted to investment on official account and £T 43 millions for assisting private 
enterprise. The State schemes are mainly concerned with the provision of agric ul- 
tural implements, land reclamation, rural road improvement and mining develop- 
ment. The allocation to private enterprise will be utilized to finance the de- 
nationalization of certain Government enterprises and capital development schemes. 


United States 


The Treasury's excess profits tax proposals provide for a top rate of 75 per cent. 
Alternative proposals put forward by a number of influential trade associations have 
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urged the Government to introduce a special defence tax on the grounds that it 
would be a better and more reliable revenue-producer than the proposed E.P.T. 

The anti-inflation programme has been carried a stage further with the 
tightening-up of restrictions on instalment buying. The compulsory down- 
payment has been increased and the period during which the transaction must be 
completed has been shortened. 

Mr. Szymczak, a member of the Federal Reserve Board, has stated that the 
Board was prepared to take further steps to tighten credit in order to avoid direct 
Government regulation of business. 

The Department of Justice has ordered a census of all foreign assets 
(exceeding $1,000 in value) which remained blocked by the Treasury or the Office 
of Alien Property at the beginning of October. 





Salvation Army Bank’s Fiftieth Birthday 
[his month sees the fiftieth anniversary of the Salvation Army bank, the Reliance Bank 
Ltd., of 111 Queen Victoria Street, E.C.4, through which the movement of the Salvation 
Army's world-wide funds are canalized. Many in the City will wish happy returns to this small 
confrere, the vigorous instrument of a noble ideal 


Publications Received 


Balance of Payments and the Standard of Living. In this forthright expression of his own 
views, Professor Ralph Hawtrey distinguishes sharply between adverse balances that can be 
cured by monetary measures and those that he believes cannot. Since he considers’ Britain’s 
adverse balance in early post-war years to belong to the latter category, he still believes that 
the devaluation of sterling in 1949 was a great mistake. By R. G. Hawtrey (Royal Institute of 
International Affairs, pp. 158, price 8/6). 

Full Employment, National and International Measures for. Report by a Group of Experts 
appointed by the Secretary-General. (United Nations Department of Economic Affairs, New 
York, pp. 104, price 75 cents.) 

Graphic Presentation Simplified, by R. R. Lutz. A guide to the use of graphic methods in 
business. (Funk and Wagnalls Co., New York, pp. 202, price 31/6.) 

Joint Obligation The subject of joint contractual liability is investigated in this original 
work, and although some of the conclusions, such as those regarding the effect of bankruptcy 
on joint liability, are provocative, the reader will have no difficulty in distinguishing between 
decided law and the author’s deductions upon undecided points—and he may often adopt the 
latter with profit. In general, however, this book is likely to have a public limited to lawyers. 
By Glanville L. Williams (Butterworth, pp. 179, price 21/-) 

Marine and other Insurance Clauses, Analysis of (Revised Edition), by Victor Dover (H. F. & 
G. Witherby, Ltd., pp. 618, price 25/-). 

Modern Life Insurance. This “‘ organized presentation of the principles, practices and uses of 
life insurance ’’ is primarily intended for use by college students in the United States; most of 
the basic principles described, however, are readily applicable to a study of insurance in this 
country. By Robert I. Mehr and Robert W. Osler. (Macmillan & Co., Ltd., pp. 769, price 37/6.) 

Practical Branch Banking (Second Edition), by A. Forrester Fergus. (Pitmans, pp. 257, 
price 15/- 

Profits Tax Simplified (Second Edition). Incorporating the provisions of The Finance Act, 
1949, and The Profits Tax Act, 1949. By Arthur Rez. (Barkeley Book Co. Ltd., pp. 31, price 3/-.) 

Scope Year Book of Industry, Trade and Finance, 1950 (Scope Books, Ltd., 645 pp., price 
45/-). This is an excellent venture; it is to be hoped that it will be continued in the future and 
that its publication date will be advanced to earlier in the year. The object of the book is to 
provide a source of reference for business men more complete than that contained in less specialized 
year books. It includes a survey of economic events in 1949, pitched on an unusually high 
plane of analysis, a well-selected potpourri of internal and international statistics and a very 
ably constructed index 

The Keynesian Revolution, by Lawrence R. Klein. (Macmillan & Co. Ltd., pp. 218, price 15/-). 

The Law of Wills (Third Edition). The law of wills is a subject that many business men 
can only ignore at their peril; in particular, the conversion of a partnership to a private company 
upon the death of the dominant partner is dependent upon forethought and wise counsel both 
when the will is made and upon the death of the testator. The third edition of this readable 
little treatise includes full treatment of all cases of importance that have arisen since the second 
edition appeared in 1940 By S. J. Bailey (Pitman, pp. 261, price 25/-) 
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Appointments and Retirements 


National Provincial’s New Chairman 

The National Provincial Bank has announced this month that Sir Jasper Ridley, 
K.C.V.O., O.B.E., is to be chairman of the bank in succession to the late Capt. 
Eric Smith. Sir Jasper, who is the subject of our frontispiece this month, has 
been associated with the National Provincial for nearly thirty years; he is also 
an established authority in such widely differing fields as agriculture and art, 
He is to be assisted in his new office by two new vice-chairmen in the Earl of 
Selborne and Mr. David John Robarts. 


Barclays Bank (D., C. & O.)—Mr. Richard Evelyn Fleming, M.C., has been appointed a 
director. Mr. R. Whyte has been appointed an assistant general manager. 

British Bank of Iran and the Middle East—Mr. Geoffrey Cecil Ryves Eley, C.B.E., has been 
elected to a seat on the board 

British Linen Bank—Head Office: Mr. A. P. Anderson, assistant general manager, to be general 
manager on retirement of Mr. G. Mackenzie. Perth: The death is announced of Mr. D. Mackenzie, 
joint manager. Mr. J. P. Sutherland, joint manager, to be sole manager. Coatbridge and 
Garrowhill: Mr. D. Bennett, from Inverness, to be manager on retirement of Mr. William Kerr 
Inverness: Mr. W. Park, from Inverness, to be accountant. Renfrew: Mr. D. Cameron, joint 
manager, to be sole manager on retirement of Mr. J. Lawson. 

Clydesdale & North of Scotland Bank—New Deer: Mr. I. W. Barrack, from Tomintoul, to 
be manager on retirement of Mr. R. Cook. Tomintoul: Mr. John Galt, from Aboyne, to be 
manager. Forfar, Castle Street: Mr. D. Bissett, from East High Street, Forfar, to be joint manager 
in association with Messrs. McHardy, Alexander and Whyte. 

Commercial Bank of Scotland—ZLondon Chief Office, 62 Lombard Street: Mr. C. C. Lockitt to 
be Foreign Dept. manager in succession to the late Mr. V. J. G. Lorns. Mr. J. T. Adams to be 
assistant manager, Foreign Dept. 

Lloyds Bank—Cambridge: Mr. C. H. Smith, a controller, from Head Office, to be district 
manager, Eastern Counties. Exeter: Mr. T. C. Buckingham, from Plymouth, to be district 
manager, Devon and Cornwall. Liverpool: Mr. H. R. Yates, from Ipswich, to be district manager, 
Liverpool, and manager of Liverpool branch. City Office, E.C.: Mr. L. F. Andrews, from Pall 
Mall, S.W., to be manager. Bangor: Mr. W. C. Jones, from Beaumaris, to be manager on retire- 
ment of Mr. H. E. Davies. Beaumaris: Mr. L. R. Mallett, from Penmaenmawr, to be manager 
Exmouth: Mr. T. .R. Bennett, from Salcombe, to be manager on retirement of Mr. E. A. Grigg. 
Leigh-on-Sea: Mr. L. G. W. Goodchild, from Highlands, Leigh-on-Sea, to be manager on retire- 
ment, owing to ill health, of Mr. W. A. Baillie. Leigh-on-Sea, Highlands: Mr. S. E. Conington, 
from Southend-on-Sea, to be manager. Liverpool: Mr. J. I. Kennan, of Head Office, to be 
an assistant manager. Salcombe: Mr. F. C. Body, from Brighton, to be manager. 

Martins Bank— Air Vice-Marshal Geoffrey H. Ambler, C.B., C.B.E., A.F.C., has been appointed 
to a seat on the Leeds board. London—District Office: Mr. W. F. England to be an inspector; 
68 Lombard Street: Mr. D. E. Stevens to be a pro manager; Moorgate: Mr. E. P. Jaggard to be 
assistant manager. Bentham: Mr. J. Dodgson to be manager. 

Midland Bank—London—Tooting Junction: Mr. L. W. C. Sanders, from Tottenham Court 
Road, to be manager in succession to the late Mr. N. A. Honer; Winchester House: Mr. J. L 
Boss, of Princes Street, to be assistant manager. Bath, Southgate Street: Mr. T. B. Meays, of 
Head Office, to be manager. Bentham: Mr. P. D. Wilson to be manager of this branch, formerly 
under the same management as Settle. Birmingham, Balsall Heath: Mr. R. W. Turner, of 
Summerfield, Birmingham, to be manager on retirement of Mr. T. J. Henson. Epsom: Mr. L. G. 
Marshall, of Southgate Street, Bath, to be manager. Gateshead, West Street: Mr. L. W. Richardson 
of Sunderland, to be manager on retirement of Mr. R. W. Green. Worthing, Warwick Street: 
Mr. T. H. Sabine, of Epsom, to be manager on retirement of Mr. N. V. Williams. 

National Provincial Bank—Aldershot: Mr. L. C. J. Saint, from Sheffield, to be manager. 
Durham: Mr. T. C. Crump, from Aldershot, to be manager on retirement of Mr. A. H. G. 
Thursfield. Leicester, Evington Road: Mr. G. A. Burrows to be manager. Liverpool, Allerton 
Road: Mr. A. S. Bangor-Jones to be manager. 

Union Bank of Scotland—Glasgow, Head Office, Trustee Dept.: Mr. W. Hay to be Trustee 
manager on retirement of Mr. G. W. Little. Bathgate: Mr. J. W. Rossie, from Edinburgh head 
office, to be joint manager in association with Mr. J. Wright. Edinburgh, Head Office: Mr. I. F 
Brock, from London, to be accountant. Ladybank: Mr. T. P. Russell, from Stirling, to be 
manager on retirement of Mr. G. S. Mackenzie. Stivling: Mr. ]. S. Watson to be accountant 
Leith: Mr. A. M. Upton to be accountant. 

Westminster Bank—Prondesbury: Mr. S. W. Gilbert, from North Finchley, to be manager on 
retirement of Mr. F. J. R. Oates. Hendon: Mr. J. E. W. L. Chapple, from Oxford Street, to be 


manager. Luton and Luton, Dunstable Road: Mr. D. James, from Hendon, to be manager 





19 


W 


Tr 


Tr 





393 














Banking Statisti 
National Savings 
, A (£ millions) 
pt. Savings Savings 
las Certi- Defence Savings Certi- Defence Savings 
lso ficates Bonds Banks Total ficates Bonds Banks Tota} 
rt. (net) (net) (net)* Small (net) (net) (net)* Small 
af 1946 II... 1.0 95-9 36.2 133." 1949 April .. 1.0 o.1 9.7 10.8 
; im... =-8.2 13.4 35:6 47.8 May .. -0.6—- 0.5 2.9 1.8 
aw 10.8 17.9 11.8 40.5 June... - 1.9 — =a = 3-2 
= 7 2 4 a» ly .. —-2.7—= 1.2 —9.§ — 13-4 
oe ee 90.9 20.4 27.0 87:1 July 7 2 
me «6 40.3 - 3.7 - 19.6 17.0 An@.... = 2.9= 2.6 =—6.3 = 3.9 
mt A. 2.7 - 19.8 23@ = 12:2 Sept... - 3.0- 2.0 7-1 oa 
WwW. 16.4 —- 25.1 17.2 8.5 Oct. .. -1.6- 1.5 i 4.0 
ral NOW... = 3.8 = B.7 1.8— 3.0 
<, 1948 I... 29.4 - 290.9 54-0 54.1 Dee... = 4:2 I.g -12.7 — 18.8 
: xs — 2.3 — 31.2 13.7 - 19.8 ‘ 
_ ee he BOs 6.4 > 3Rs 1950 Jan. i. =O.6<— £.3 17.6 15.2 
sy iV . = 3.2=< 6.3 8.3 - 4.7 Feb. .. -— 3.2 - 2.6 13.0 ue 
" a Mart... - 28.7 = 29 6.0 - 0.4 
1949 I 7.3 =. Bia $2.2 56.2 April.. - 2.5 - 3-2 8.7 3.0 
t as -1.5- 0.4 8.6 6.7 May .. -3.8- 3.4 0.4 - 6.8 
be WI .. -—-7.6- 4.8 - 2.7 - 15.1 a ‘ P — 
Vv 4 / ages June .. - 4.0 —- 3.0 2.9 10.3 
eI I +. ©RQ@~ g8= 3-3 > 37-2 july ... = 4.7 2.5 6.7 — 13.9 
1990 I .. -—5.5- 9.1 36.6 22.0 Aug... “4.5 = 2.3 = G3 — 7.2 
- II .. -10.9- 9.6 6.4 - 14.1 Sept... -— 4.8 = 2.7 5.1 - 2.4 
G i _— -13.6- 7.5 -— 2.4 — 23.5 et. as I.2- 2.2 8. 5-4 
* Including Release Benefit Accounts from July, 1945. 
er Ordinary Revenue and Expenditure 
“ Year to Ord Ord. By Ord. Ord. . 
* Mar. 31: Exp. Rev. Deficit Quarters: Exp. Rev. Deficit 
= £m. £m. £m. £m. {m. {m. 
* 1938 -- 898.1" 872.6 25.5* 1947 II .. 619.8 840.1 220.3t 
a 1939 .. 1054.8* 927.3 127.5* Ill ar 808.3 807.5 0.7 
be 1940 .. 1809.7% 1049.2 760.5* IV .. 736.1 761.5 25.4t 
1941 -> 9867.2 1408.9 2458.3 1948 I... 1023.0 1435-8 412.8t 
" 1942. 4775-7 = 2074.1 = 2701.6 R -+ 613.8 794.8 ye 7 
r . ost. fr. : 
* 1943 «« 5623.2 2819.9 2803.3 IV ; oon : ie 11.3t 
1944 .. 5788.4 3038.5 2749.9 ; ee oa.86 
rt 1945 .. 6057.8 3238.1 2819.7 1949 Se ak pt 5 2. 8+ 
ee 54- 799- °& 
e 1946 so 5496.8 3284.5 2190.3 ne... 833.0 820.7 12.3 
y 1947 «. 3050.3 3341.2 569.1 IW as 823.7 811.0 12.9 
b 1948 <o Qier.2 3844.9 657.8t 1950 I.. 946.0 1536.3 590.3t 
‘ 1949 «. 9 3152.8 4006.6 853.8t It. | 6-726.2 768.8 43.5t 
n 1950... 3356.6 3924.0 567.4t Hi... 776.2 813.3 35-1 
*Allowing for loan expenditure. f Surplus. 
Floating, Debt 
, Nov. 12, Oct. 28, Nov. 4, Nov. ITI, Nov. 18 
1949 1950 1950 1950 1950 
Ways and Means Advances : fm. fm. {m. fm. 4m. 
d Bank of England wid - 1.8 — ee 0.5 Bia 
Public Departments vs ou 371.1 “72.3 353-3 374-3 372.0 
Treasury Bills : 
Tender <P ope i .. 2900.0 3170.0 3180.0 3180.0 3190.0 
Tap ne WP of .. 2091.8 2041.1 1885.7 1897.3 1968.7 
n Treasury deposit receipts... i 752.5 585.5 573.0 543.0 555-5 
O117.2 6205.0 5992.0 5995.1 6080.7 
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Treasury Deposit Receipts 
Raised Redeemed Outstanding+ 
ém. £m. £m. 
1949 March 31* .. afi in 274.5 158.5 1135.5 
June 30 .. ae ~ 298.0 194.0 1243.5 
Sept. 30 .. ; a — 258.0 QII.o 
Dec 31 : P a 260.0 142.5 $72.0 
1950 March 31 .. ia ‘ 29.5 465.0 
June 30 140.0 190.0 350.0 
July 29 F 105.0 50.0 405.0 
Aug 260... 45.0 450.0 
Sept 30 55.0 505.0 
Oct 27 ; 125.0 $4.5 585.5 
* Periods ended on last Saturday in each month, except at final month in each quarter. 
+t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
1950 Net New ° 1950 Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
May 20 .. 40.0 40.0 — Aug. 19 .. 25.0 — 25.0 
29 . 20.0 30.0 - 10.0 — 260 20,0 - 
June 3 A 40.0 50.0 10.0 sept. 2 . ~ = 
IO .. 30.0 40.0 =~ 30.0 ” 9 29-0 “ “5.0 
- 17 - 40.0 50.0 — 10.0 10... 39.0 can 30.0 
ae 30.0 50.0 — 20.0 23 -- a a 
30 . 30 .. he - 
Oct. 7 25.0 — 25.0 
July S 23.0 ee oy oa 14 25.0 — 25.0 
15 eget tie 21 40.0 21.0 19.0 
22 25.0 II.5 13.5 ‘ 2 35.0 2 5 11.5 
29 25.0 25.0 . aN 
Nov 4 25.0 37.5 E2.5 
Aug. 5. - : II 30.0 30.0 
12 18 45.0 - 12.5 
* Unofficial figures. 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit 8 = at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E.R.P. in 
Credits I.M.F Loan Reserves 
1946 sy , 908 1123 — + 220 2696 
1947 ‘ an 4131 3273 240 — — 618 2079 
194° : 
I ia aa 595 345 38 325 - + 162 2241 
II ia 434 7 16 — 89 — 321 1920 
III i oa 306 - — — 163 — 143 1777 
I\ ia v 375 24 —— 430 + 79 1856 
Total, 1948 bua I710 352 128 325 682 - 223 1856 
1949 : 
I a - 330 30 32 — 325 + 56 1912 
II ea ra 632 30 — —— 340 — 262 1651 
III ak és 539 29 — — 284 — 225 1425 
IV ia Sa 31 27 20 os 246 + 263 16388 
Total, 1949. ix. j 1532 116 52 — 1196 — 168 1688 
1950: 
I oe -» + 40 27 —_ — 22 + 296 1984 
II ms -» +180 18 — — 240 + 438 2422 


> 


It . +» +187 _ - 147 + 334 2756 











of 


| 
| 


‘What is their 


commercial 
standing 





- 

. Tus WESTMINSTER BANK Can, 
in many Cases, give you an immediate reply; or, if the 
required information is not already available in the extensive 
and up-to-date records of the Foreign Branch, it can very 
quickly be obtained. The provision of reliable confidential 
information as to the reputation of your prospective over- 
seas customers is part of a comprehensive service which 
the Westminster Bank provides for those who trade abroad. 
This service is described in a booklet which can be obtained 
without charge at any branch. Ask for The Foreign Business 


Service of the Westminster Bank. 


WESTMINSTER BANK LIMITED 































For 
complete 
Insurance Service 






| GIVES 75>, 
(RovAL | SEND FOR DETAILS OF REDUCTION 


INSURANCE ‘|| @ ‘RESCO’ 


15-inch combined model Scrubbing and 
Polishing Machines. 
e ‘RESCO’ 
18-inch “ Mammoth” Polishing Machines 
with automatic polish applicator. 
| @ *‘RESCO’ 
Sud-removing machines (Suction 
Squee-gees). 
THE RAPID ELECTRIC 
SCRUBBING CO., LTD. 
| 22-24, ROLLESTON STREET, LEICESTER 
} TEL. : 28210 


| Manufacturers of the Resco Machines 








Head Offices 


1 North John St. | 24/28 Lombard St. 
Liverpool 2 London E.C.3 












Incorporated by Royal Charter, 1727 


ROYAL BANK OF SCOTLAND 


Head Office: Branches throughout 
EDINBURGH Scotland and in London 
GLYN, MILLS & CO. 


Associated Banks :— wi ttams DEACON’S BANK, LTD. 





THE PROVIDENT ASSOCIATION OF LONDON, 












Attractive terms for LIFE ASSURANCE 
Excellent HOUSE PURCHASE facilities 








Teneuvahite cubes for 
GUARANTEED CAPITAL ANNUITIES 


CLAIMS PAID—#£23,000,000 
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Time for Eastern trade 


Ten-fifteen in England and the London, 
Manchester and Liverpool offices of The 
Chartered Bank of India, Australia and 
China have already opened to the public. 
At New York the day’s work has not 
vet begun. In the East at Colombo 
it is tea-time and in Hong Kong business 
is finished for another day. But wherever 

business men engaged in the Eastern trade 


may be, they will find at the nearest branch of 


The Chartered Bank up-to-the-minute inform- 


ation, skilled assistance and efficient banking services. 







THE GHARTERED BANK OF INDIA, AUSTRALIA AND CHINA 


(Incorporated by Royal Charter 1853) 


Head Office : 
Manchester Branch: 


38 Bishopsgate, London, E.C.3. 
52 Mosley Street, Manchester 2. 


Liverpool Branch: 27 Derby House, Liverpool 2. 


New York Agency : 


65 Broadway, 


New York, 6. 


Branches of the Bank are established at most centres of commercial importance 
throughout Southern and South-Eastern Asia and the Far East. 


MORE 


‘than pity’ 





No amount of welfare legislation can ever completely | 


solve the problem of children hurt by ill-treatment 
or neglect. 


the patient advice and assistance so often needed 
to rebuild the family life. The National Society for 


the prevention of Cruelty to Children depends on | 


voluntary contributions to continue this work. No 
Surer way could be found of helping the helpless, 
and bringing happiness to those who need it most. 


remember them when advising on wills and bequests 


- 
n*S+?-¢+C¢ 
President: H.R.H. PRINCESS ELIZABETH 


Information gladly supplied on application to the Director, N.S.P.C.C., 
2 Vietory House, Leicester Square, London WC2z Phone Gerrard 2774 


‘They need 


There must be an independent, experi- | 
enced organisation whose trained workers can protect | 
those who cannot defend themselves—and who give | 
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HE ever growing good- 

will which is enjoyed by 
the Sun Life of Canada, i 
due to the diversity and liber- 
ality of the Company’s life 
assurance policies, to the 
character of its representa- 
tives, and to the promptness 
and efficiency of its service 
to policyholders throughout 
its entire 78 years’ history. 


SUN LIFE ASSURANCE 
COMPANY OF CANADA 


(Incorporated in Canada in 1865 by Act 
of Parliament as a limited Company) 


M. Macaulay (General Manager for British Isles) 


2, 3 & 4 COCKSPUR STREET 
LONDON, S.W.1 











first 


in design 
performance 
value 


Imperial, 


MODEL 60> 


Made throughoutin 
Leicester by the Imperial Typewriter Co. Ltd. 
There is an Imperial agent in every large town. 


Exeter Benefit 
Building Society 


14 DIX’S FIELD, EXETER 
Telephone 3460 


Investments received as follows:— 


SHARES _.... £2 15. 0. per cent. 


TAX PAID BY THE SOCIETY 


DEPOSITS... £2 0. 0. per cent. 
TAX PAID BY THE SOCIETY 
S 
MORTGAGES ARRANGED 
on Freehold and long Leasehold 
Properties 


For Prospectus apply: — 
W. H. ELSTON, F.B.S., Secretary 








~ @AIBERAL INTEREST 


ECURITY 
ISCRIMINATING INVESTMENT 


This Society, now celebrating one hundred 
years of progress and public service, invites invest- 
ments from £1 to £5,000, yielding 24% net. 


ssi of THANET 


BUILDING SOCIETY 


Assets Exceed £7,500,000 
HEAD OFFICE: RAMSGATE 
London Office: 99 Baker Street, W.1 


THE BUSINESS & FINANCIAL 
ADVISORY CO., LTD. 


47/49 Borough High St., S.E.1 


COMPANY & PARTNERSHIP 
FORMATIONS #® ACCOUNTS 
TAXATION @ INVESTIGATIONS 


Telephone : HOP 0907 





NEW READERS are 
advised that 


THE BANKER 
is obtainable post free at the 
following rates : 
SIX MONTHS” - - 12/6 
TWELVE ,, - - 25/- 


APPLY TO 


The Publisher, 72, Coleman Street, 
London, E.C.2, England. 





THE CHARTERED 
INSTITUTE 
CF SECRETARIES. 


DIRECTORS requiring the 
services of CHARTERED SECRE- 
TARIES to fill secretarial and 
similar executive posts are invited 
to communicate with the Secretary 
of the Institute, 16 GEORGE ST., 
MANSION HOUSE, LONDON, 

E.C.4. 














OTTOMAN A.M Pp 


urkey with | 
BANK Limited Liability) | THE LARGEST BRITISH 
FOUNDED 1863 MUTUAL LIFE OFFICE 


CAPITAL - £10,000,000 ASSETS EXCEED £206,000,000 
PAID-UP - £5,000,000 
EXAMPLES OF ANNUAL PREMIUMS FOR 


The Bank transacts every £1000 SUM ASSURED 


description of English and ENDOWMENT ASSURANCES WITH 
Foreign Banking 8usiness. BONUSES 


? . Age next PAYABLE AT DEATH OR ON ATTAINING 
BRANCHES throughout TURKEY and the Birthday Age 65 Age 60 Age 55 


NEAR EAST, including EGYPT, SUDAN, | £22 4 2 £23 18 £26 12 


6 
IRAQ, CYPRUS, JORDAN and ISRAEL. 4258 7 6 £27 18 £3113 4 
£29 13 4 £33 3 £38 17 6 
2 
6 


Affiliated Institution in Syria and £35 5 10 £40 11 £49 9 
Lebanon: BANQUE DE SYRIE ET DU £42 19 2 £51 10 10 £67 2 


LIBAN. AUSTRALIAN MUTUAL 
LONDON 20/22, Abchurch Lane, E.C.4 PROVIDENT SO CIETY 


MANCHESTER 56/60, Cross Street 
PARIS 7, Rue Meyerbeer ( Established 1849 in Australia ) 


MARSEILLES 38, Rue St, Ferreol Head Office for United Kingdom: 


CASABLANCA 1, Place Ed. Doutte 
ISTANBUL 73-76 KING WILLIAM STREET, LONDON, €E.C.4 








THE 


HONGKONG AND SHANGHAI 
BANKING CORPORATION 


(INCORPORATED IN THE CoLony oF Honc Kono) ; 
The Liability of Members is limited to the extent and in manner prescribed by Ordinance No. 6 of 1929 of the Colony 


CAPITAL ISSUED AND FULLY PAID ” ” $20,000,000 
RESERVE FUNDS STERLING - : as £6,000,000 
RESERVE LIABILITY OF MEMBERS... és $20,000,000 


Head Office ” ~ ” HONG KONG 


CHAIRMAN AND CHIEF MANAGER ~- HON. SIR ARTHUR MORSE, C.B.E. 
LONDON OFFICE - 9 GRACECHURCH STREET, E.C.3 
Lonpon MaNnaGERS - S. A. Gray, A. M. Duncan WaALLace anp H. A. Mapey 
BRANCHES 
Burma China (cont.) Hong Kong (cont.) Malaya (cont.) North Borneo (cont.) 
Rangoon *Nanking Kowloon Ipoh Kuala Belait 
Peking Mongk ok Johore Bahru Sandakan 
Ceylon Shanghai India Kuala Lumpur Tawau 
Colombo Swatow Bombay Malacca Philippines 
Tientsin Calcutta Muar Hoilo 
China Tsingtao Indo-China Penang Manila 
*Amoy Djawa (Java) Haiphong Singapore Sia 
*Canton Djakarta Saigon Singapore Ban kok 
*Chefoo Surabaja Japan (Orchard Rd.) sstgucesen 8 
*Dairen Europe Kobe Sungei Patani United Kingdom 
*Foochow Hamburg Tokyo Teluk Anson London 
*Hankow Lyons Yokohama North Borneo U.S.A. 
* Harbin Hong Kong Malaya Brunei Town New York 
*Moukden Hong Kong Cameron Highlands Jesselton San Francisco 
*Branches at present not operating 


BANKING BUSINESS OF EVERY KIND TRANSACTED 


A comprehensive service as Trustees and Executors is also undertaken by the Bank's Trustee 
Companies in 


HONG KONG LONDON SINGAPORE 








100 years 
Jy ce 


lo Home Buyers 


. 


We thank our members and our many friends for their testimony 
which has so firmly established Burnley goodwill and prestige 


~BURNLEY 


BUILDING SOCIETY 


HEAD OFFICE - +» GRIMSHAW STREET, BURNLEY 
LONDON OFFICE - - 102-103 HIGH HOLBORN, W.C.1 


THE 


ANGLO-PALESTINE BANK L” 


6 Gracechurch Street, London, E.C.3 
GENERAL MANAGEMENT TEL-AVIV 


Established in 1902, the Bank has played an important part in the development 
of Israel and maintains the closest touch with leading commercial, industrial 
and agricultural circles. Shortly after the establishment of the State, the Bank 
was entrusted with the issue of the Israel Currency, and became sole banker 
to the Government. Its wide local experience, network of branches in Israel, 
office in London, and correspondents the world over, continue to be at the 
service of those wishing to transact business with Israel. The Bank’s General 
Management will gladly give information to all inquirers. 


Branches : 


TEL-AVIV, JAFFA, JERUSALEM, HAIFA, TIBERIAS, SAFAD, PETAH-TIKVAH, 
HEDERA, HADAR-HACARMEL, REHOVOTH, RISHON-LE-ZION, 
RAMATH-GAN, NATHANYA, HAIFA BAY, ACRE 


Affiliation : THE A.P.B. TRUST COMPANY LIMITED, TEL-AVIV 


PRINTED IN GREAT BRITAIN BY F. J. PARSONS, LTD., LENNOX HOUSE, NORFOLK STREET, LONDON, W.C.2, AND HASTINGS, 


AND PUBLISHED MONTHLY BY THE BANKER LIMITED, AT 72 COLEMAN STREET, LONDON, E.C.2. 


EDITORIAL AND ADVERTISEMENT OFFICES: 22 RYDER STREET, ST. JAMES’s, LONDON, S.W.I. 











